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The Guaranteed Student Loan Program, authorized by the 1965 Higher Educa- 



tion Act '(Title 
cihg part p£ tlve 



1 



IV-B) , is intended to provide students with a means o£ 'finan- 
cost o£ education. It works toward equalizing educational 
opportunity by helping students overcome financial barriers. The principal 
of the loan is provided by commercial lending institutions or state lending 
agencies. 

Federal operations began in FY 68, with rapidly increasing levels of 
funding each, year since. Bythe'^en^ of FY 75, it is expected that loan 
disbursements in the program will total $7 billion, with more than $\.l 
billion having been disbursed in FY 75 alone. These loans have b^enjnade 
6y approximately J9, 000 lenders to over six million students in 8,200 edu- 
cational institutions. Among the institutions whose students are eligible 
for loans are traditional two-year and f our-year ^colleges , as well as 
specialized and vocational (proprietary) ^schools. The la;tter sector hfl^s ' 
increased its participation most rapidly from $2.9 .million in FY 68 to 
\^218.2 million in FY 73. For this and other reasons, the Office of 
Edbcation has required funds beyond those jofiginally anticipated for 
paymeht of its GSLP obligations for each of the last several years. 

In r^s;ent yearsy^an increasing niM)er of issues h-ave surfaced regarding 
the pr^gram^as a whol6^and certain specific aspects of it: 

• , Federal iosts have increased steadily.' 

• The extent of future feUeral li*ability implicit in new or 
issued loans is not precisely known. 

• Default rates have increased to a level far beyond those that 
i had been expected. 
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Because' lenders are reducing or eliminating their financial 
participation, it is not clear that GSLP can fulfill 'its 
objective of providing a major part of the financial ' 
assistance to college students, ^ , ^ 

^ The prograjn's social efficiency and equity are questioned 
by the high default rate for certain demoj^^raphic groups 
and types of schools. 

Even though large da1;a ^iles are maintained on all GSLP loans, these 9 
issues werte not readily addressed by existing data for twO' reasons: (1) 
much of the data needed to address the issues of current importsgnce are 
not routinely collected, and (2) the quality of d;ita in existing files js 
((ucst iopable . As part of a program, to close the data gap and provide clear 
aiisvvers to these questions, the Office of rinnning, i^udgetinf., and^ Evaluat ion 
(OPBli) contracted R'iC Research to. sun^^ey and analyze new data relating' to a 
representative sainnle of GSLP lenders and borrcflvers. Tlie survey jwas to 
focus ort 'repa)niicnt details, default status, lender procedures, and lender 
attitudes. -This research was also to validate certain items in the e:jjistin^i 
data base and to obtain specific data needed to further quantify and e.Ki')ajKi ^ 
the Loan Estimation Model being developed under a separate contract. 

Two closely interrelated surveys, one of lenders and^one of borrowers ^ 
were required to fulfill ttvese general objectives. The specific objectives 
of each ar& distinct. For the lenders survey they are as follows: 

(1) to expand on the information lenders ci^rrently report to the 
vOffice of liducation, particularly for data needed on a one- 
' time basis for OE^s Loail Estimation Model; ^ ^ \ ' - 

[1) to determine lender experience with loan -defaults that wijl 
be used both to validate tlie Oli file data 'and to assess 
certain qualitative -aspects of l;^he loan portfolio; ^ 

(3) to determine some of the important procedures Velafing to 
lender administration of gu^iranteed loans --that isy the 
approval, servicing, and collection of such loans; ^ i 

(4) tc| estimtltc some of the prim^iry costs associated witH the 
administration of guaranteed loans; 

C5) to determine some of thb opinions, vic^i^oints', and more fofmal 
nolicid's that constitute lender response to the structuraL and 
administrative requirements of tlic (kSL program; and • \ 

(6) to dotermlne certain aspects of borrower repayment experience 
with lenders, including the setting of repayment tepns and 
amount of monthly payments ^ 

. ■ • ...^^ / 7 
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RESEARCH DESIGN ' ^ 

The research design for this study- jreflects the primary interest in GSLP 
repayment and default processes. The pooulation of interest consists of 
borrowers who had obtained federally guaranteed loans,' including state 
guarantee agency loans, and who had one or more loans converted into repay- 
ment. Since lending institution practices, policies, and procedures and ^ 
borrower behavior are key issues of this 54;udy, two types of data were 
required: (1) data on classes of lending insUtutions^ and (2) data about 
classes of borrowers who are, or have been, in repayment status. 

This research design led to the need for a representative sample of V. 
GSLP lending institutions and a representative sauple of GSLP borrowers 
who had reached or completed the repayment stagq. Mail questionnaires were 
designed and sent to sainple lenders. Included were a Part J, covering 
/ aggregate institutional operations, and -a separate Part II, covering the 
^behavior of each sample borrower associated with that lender. To ,£urther 

investigate the possible causes of default by borroj>rers, a separate•questiqn- 
■ naire was also sent directly to each. sample borrower^ however, a large pro-" 
portion of invalj.d addresses and many nffitifespondetits resulted in a poor . 
overall response, particularly for/tHeTnost important subgroup -^'phe defaultQrs 
>The resulting low precision of estimates from this direct borroxter survey 
limited its usefulness, and this r^p6rt draws only on the indirect borrower 
data supplied by lenders o"*" In any case, the sample, which was cl^rawn to 



^represent the borrowers in repayment, could be (and v/as) used fQ:|' a direct 
survey. , 

PJ-IC prepared a sampling frame by extracting tt^borrowers ii|' repayment 
status from the larj^e GSLP data fUe on participants maintained by the OE 
Jivision of Insured Loans. This produced a total of about 1.6 million sample 
candidates. The universe file was processed to produce a cluster; sample of 



A separate rep9rt incorporating an ajial^^sis of the direct borrower 
stirve^ data w^s provided by RMC to^ OPBE for internal use. See ^ Survey of 
Len^rs and Borrowers in the Guaranteed Student Loan Program , RMC Report 
UR-228, November 1975. /~ 
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approximately 10 borrowers from each of 800 lenders. Lenders we re"^ sampled 
with a probability proportional to the number of borrowers who had reached 
repayment status. It was believed that a sample of 800 lending institutions 
would be adequate to provide the desired data by the major types of lenders, 
ITie lender sample was stratified by 13 lender categories used, by the Division 
• of Insured Loans. Steps were taken to ensure 'that the samples were statis- 
tically adequate and that questionnaires were not sent concerning borrowers 
w!io* were not in repayment status. These ^teps arc discussed in more detail 
in Chapter 3. ^ . 

Two questionnaires were developed, one concerning individual bori:owers 
- .and one concerning lenders, whieh reflected the major issues of concern to 
OH and the specific research questions related "^o those policy issues. The 
questionnaires v/ere designed to minimize respondent burden and^ to focus on 
the priority items that were developed with the assistance of the Office of 
Education. The lender instrument v/aS/{Srctested in eight lending institutions, 
which were asked to note any areas difficulty; After ^their review, 
approval v^^as obtained from the U.S. Office of Management and Budget (QvIB),^ 
as is required for all such surveys. Appendices B and C present the full 
questionnaires ^and the answers obtained. .Questions were then redesigned to 
"-eoxre^x the difficulties experienced by,fthe pretest group^*-—-'"'^^ 

Questionnaires were then^mailed ^ro lenders in accordance with the samplini^ 
pTan. In addition^ site visits \>it^re made to 39 lending institutions to dis- 
cuss Icnaer operations thit miglit bear on the iaterpretation of the study 
data, and to probe more ful^ than a questionnaire Allows in some areas. 

llic completed questionnaires were returned to RMC and kept under lock 
and !:ey to ensure the COTfi^e^^tiaJLity of the results. Open-ended questions 
were coded r/b6 ba;sit quest ignnaires had been preceded)^ and computer data* 
files were^onstr^icted for the subsequent analysis. 

Hie c^nclysidns of thil's study should be read with some sensitivity to ^ 
the complexiticiig and di|ficulties m^edjby any study that relies on collect- 
ing loan information dlVectly from a sampl&\of lending institutions ^ Since 
(OT/ conclusions and^jjecoilfiraj^dations liave bee^ prepared with these caveats ^ 
in mind, and tp^^^^oid complic'at.ing this summary with the details of tK? 
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study process, the reader is referred to Chapter 2, which discusses the 
. following aspects of importance to an informed assessment of the quality of 
the observed data and resulting conclusions: 

• sampling process, 

^ • nonresponse to questionnaire items, 

• incorrect ansv/ers, 

• timing, and ^ - ^ * 

• sampling and v/eighting procedures. « . 

iVhile the reader is urged to refer to that material', it is appropriate 
to indicate here that no major study finding is ijnegated by any of the ' 
matters cover^^n 'chapter 2. Its principal ai^i is°to present the analytic 
process unc^^rlying the results of this study. I 

/ ■ ' . r' ■ . ■ 

"Ik STUDY Cg^JCLUSIONS ; , ' | 

\ ' ■ ' 

'' Conc luskjns kelatine to Lenders . » • 

"""7^: — '. — 

This sci^ey obtained valid responses from about 70 percent of the selected 
lenders, which represented about 72 percent o£, all borrowers in repayment. 
Thus, mc feels that the survey data for lond^rs provides a solid base for 
conclusions about lender behavior and attitudes. The following paragraphs 
sq.Tmarize conclusions relating primarily to lenders^ 

The lender survey was able to achieve its major objectives with the 
following exceptions: only limited quantitative information could be ac- 
quired on default. Moreover, the survey did not completely succeed in 
^ obtaining lender costs, for administering GSLP owing to the inability or 
unwillingness of lenders to ^provide such datal We did, however, obtaiji 
relative cost information^ from jnaj or cost categories involved in the ad- 
ministratioij of the GSLP. 

Participation of Lenders 





Lenders participate to serve their customers or the' community in general. 
Tliey see the program as a way to fulfill a legitimate^/heed of the Irons tituent 
population. 
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Nevertheless, lenders are broadly interested. in the economic return to 
be gained from participation. However, they arc more concerned about not 
suffering any losses from participating in the program than they are about, 
maximizing profits. Lenders are dissatisfied wLth the 'extent and growth 
of the federal paperwork and red tape reqtdred by the program. For most 
.lenders, the GSLP represents a very small portion ^of their total loan in- 
vestments, but takes a disproportionate amount X)f admini strati ve effortj* 
tn fact, some lenders regard this as a reason for dropping out of the pro- 
gram. Many feel that regular operating procedures in a lending environment • 
are adequate and they ccJ\jld achieve good results without the extra require- 
ments injppsed by the GSLP. 

% 

Student Acc ess to GSLP 

The GSLP has not evolved into a student aid program accessible to/all 
students. Large numbers of lenders have introduced constraints onystudent 
eligibility in addition to legislative and OE regulations. For jSfxairple, 
,some lenders restrict loans to existing customers, do not give loans to 
first -vejar students, do not give loans to vocational school students, or 
^\lo not give loans to students h©lding GSLP loans 'from other lenders. Tlicir 
vjtionale for imposing* these constraints reflects their judgment that the 
studeiuxor prograjij is best served by not granting some loans and that 
lender funUs must be rationed in any program operating at a net loss.' 

liff ects of Lender Size 

Many* of the differences in lender response 'to questions appear rjelated 
to .their level of participation; that is, the size of their inve^ment in 
GSLP. For example, smaller lenders tend to have fewer defaults and spend 
proportionately less of their costs in finding defaulters and preparing 
claims. They are also more likely -to require customer status before^^gr^nting 
loan5. Ik ' . 

Di st ribut ^o n of Defaults . ^...^'^—^ . . - ' 

The phenomenon of default was unevenly distributed among lenders. Defaults 
are concentrated in certain geographical areas. [iQwcver, since lender size 
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is also correlated with default rate, much o£ the geographical differentia- 
tion can be a^ributed to the fact that certain areas have higheV conceri- 

ItiQUs^^ larger lenders. Of particular interest is the' fact -that vocational 
schools that act as direct \enders experience muCh higher than averag«e de- 
fault rates, as do savings and loans associations. Credit uniDns had sub- 
stantially lower 'than average^ default rates. ^ 

Len der Difficulties in Finding Borrowers , ' » 

Locating borrowers at repayment time was a significant problem for 
most lenders. • Lenders als^;^c?bnsistently complained of thq lack of coopera- • 
tidn and assistance from. the schools in verifying loan status and tracing 
defaulting borrowers . . ' - , ^ 

Dat& Vali dity ' * ' . . 

RMC found considerable differences betWeefti its survey data and OE's/ ' 
GSLP master file for borrower loan status. For example, 44 percent of the J 
defaulters identified by the lei)derS were<listed as Mndefaulters on the 
GSLP master file. Thus, a!iiy analysis using data from the GSL? master file 

must be carefully interpreted. ... - . 

^ • ' * ^ 

Conclusions Relating to 3oi*rowers . ' 

y^nalysis of the data provided by lenders about the sample of s^l^cted 
borrowers plus other related data suggests tHat the defaulter population 
can be distinguished from the general GSLP population pi a number of 4imensions: 

0 higher attendance at vocational schools'— in particular, vocational 
schools that act as direct lenders; ' 

• higher dropout rate; and . . ^ 

- Weal^er relationships with the lender. ^ , ^ ^ ^ 

It is interesting that neither the number of loans nor the aiiioont of debt ' • 
v\^as in any way signif i.cantly related to default rate. ^^^"^ — 

Defaulters as a grdUp have a very loose relationsliip^with the lender 
from which they borrow. Mariy of them do not ever meet^^with. the lender. 
;lany defaul4^rs are never fouiid by , the. lender w^en repayment is scheduled 
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1^0 begin. Sixty percent o£-the defaul^fers come from families With no' account 
re\ationshin with tHe lender ;^only 30 ^percent of the nondefaulters- do.^ " . 

\As a group, ^vocational sch>)ols exhibit default rates more than twice as 
-high-^fis calleges md universities. Vocational schools that also act«^ as 
direct\ lenders exliibit deTault rates near SO percent, which is about four 
times, bighex' than the "default^ fdtes for caUege? and universities. Nearly 
<all of the student? \\rio eventually defaul|: in 'vocational schools enter with 
the intention of getting a^>job in their fields. However, two- thirds find 
t be. schools are pf .no help in placing them',, and only 17 percent eventually" 
'Cnd up with jobs, close to their fields of trainirig^. We cannot conclude that 
the pVpblem is-^a lack of quality %i the vo<£ational program,* although ^our 
site vi.>its have- son firmed this in'certs&n cases; - ^ • 




• l-o.r tiv^ tcm tVaeto /Waking.- Tecotnraejidat iorls is not a ^straight £orvv:ard process , 
--especially for a i>rogrkiii as comj^le^- ifv'l^^ objectives andv-impacts a^.^GSLP, . 
Reconmiendations req^airfc value judgments-*trade'-bf£s .beiiwee^ pro- 

^graan effeG-tivcness 'and efficiency on the one hand and* Sociai ejq'uifej^^ on^tKe« « 
other RMC has; not attejjiii:)ted to resolve such tr^de-offs in the recoiikendafidris/ 
that follow oh the principle that thi$ would inquire potitical decisions' bfeyond 

.the mandate of a contractor. / ' - ^ , , ^ . 

RecOTWiendati^ons , Affect ing Lenders' • ' V • . 



tompet.itive 'ratQS of return tg lenlfers are importan't. if GSLP 
investmen.t levels a;re to. be maintained. AduiinistVatW^ 
actions that would. reduce lendet operating costs or an in- 
crease in the special allowance rate both contribute to \ 
lender net returns . . • , r 

Kconomid ore turns to lenders should* be increased signif icant\^ 
if investment levels of GSLP are to be increased. It does \ 
not appear likely fhat lenders will divert additional funds 
from?, other investment areas in the absence of' increased com- 
parative rat^ of return. Increases in. interest Tevenue or 
reduced lender costs would be steps ip the right direction. 

Increased efficiency of lender operations could be achieved 
through OE actions in three areas^: 

» - * •«» ■ 

. (1) defining due diligence in specific terms, ' 

(2) 'redesigning forms and procedures, and- * v 

(3) investigating the ^feasibility 6f OE doing more. ^ 
central reco^^* keep ing, thus reducing lender 
costs. ' . 
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' . Recommentbt ions Intended to Reduce, -Loan Default 



Certain types of borrowers 'or lenders shpuld be eliminated 
from the program -'if the current high default rate continues 
and if its inpact is as serious -as it Seelte to be. Although 
It is possible that equitable access 'to student loans may, 
: be conpromised -by sucb ami action, it should be recalled that 
othef programs (^.g.^^BOEG) ^re aimed/at'^ass is ting many of 
the -borrowers that wcbld be affected by such a change. 

^ Some specific suggestions .include adding the ability to rfe'-. 
pay as a criterion for loan eligibility, eliminating voca» - 
♦ tional schools from GSLP eligibility, eliminating A;^oca- 
tional schools as, direct' lenders, and* establishing sep- 
aisate programs, one for vocational schools and one for 
' regular academicf collegiate programs, f "Finally, lenders 
could be'.allowed to require co-signers and encouraged 
to require previous family account -relationships. . 

• OE should' implement various administrative and policy ^ 
, ^ chahges"ailTied at redu^irig .hi^ borrower default through ' 
' improving the ability to^ locate borrowers at repayment / ' 
^ . time and otherwife^ improving the ability to cpllect 

^ loan obligations. - 

• OE'-s lorn collections process on defaulted loans should 
be tightened up and a. har4er line taken. - ^ 

• ^OE shotild establish direct contact with the bbrrower. 

^'"^.l-,E^^^ 5r the school should be required to 

- • pr.dWdr^^^ to lenders about change in 

status ^d loS'a.tion..^^ ' ' 

m /Consideration should be glveitlEd-Iiiiiitini^ the extent to ^ 
; which GSLP schopl^ or lenders with 'excessively. Ij^^ 

faiilt rate experience are cantinued in the jy^ogram"""""'^"" 

Recommendations' for Further Research 

. the following suggestions for further research/ anticipate further re- 



cfuirements for program evaluation and control: 



cqjitinue^to improve .the quality of ^ the G^LP data.Jbase, 

periodically upda|e the findings of tliis sur-fey, 

Study the operating costs borne by lenders, ^ 

Study ^' the operations of selected GSLP state, guarantee 
agencies, and \ ^ 

examine the problems fac?d hf GSLP school^ in. partici- 
pating in the program. ,1^^ 
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: fany 6f t|},e redoiiajiendations we haVe .made about fhmg^s in GSLP policy/ 
are already being seriously consiUered for implementation- -particularly 
those that 'r.elate to eliminating^; certain groups or institution^ for elj.gi- . 
bility. "Rr4C 3trongly urges OE to initiate studies into tile impacts of Such 
action/, both ori:the; Schools "and on the students. Similarly,- shme of' the 
-recojMendation§ tKe es''tablishment of administrative standards..^ These 

shpuld also b.^ .stucjied. For 'example, if financial ability^ to repay a loan ' 
is adde4 as a^criterion^fpr eligibility, tlifen. further research into earnings 
levels tha.t are/s&ficient fdr^repaying selected loan amounts would be 
essential* ^ - ^ . • - ' , 
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BACKGROUND OF THE GU/U^ANTEED STUDENT 




PROGRAM 



The Guaranteed Student Loaal Progralh (GSLP) is authorized under the pr^o- > 
visions of the Higher Educati(^ Act o% 1965, Title IV-B, aB amended, and is 
.' currently one .of the ima j or- >1;;ud'ent aid programs^ of the Office of Education.*^ 

The objective of the prograin is to'.provide students with a means of financing 

V 

part of the cost of educatiqn. GSLP supports the goal of .equalizing educa- 
tional opportunity by helpii^g students m^icome financial barriers to post- 
s'econdary education. ' The.principal of the student loan is primarily provided 
by over 1 9, 00€^ lending institutions, such las commercial b^miks , savings and 
loan asrsociations, credit unions, insurance companies, pension funds, and eli- 
gible educational ipstitutions. Over 200 e^ducational institutions an^^ a few 
state agencies, make diregt lo^s. . 

GSLP provides federal^ funds for "interest benefits,'" a special allow- 
ance to lenders , >and payment of default claims to lenders . While the • 
'student is in school, during a maximum i^-month grace period^ and during 
periods of authorized deferment, the federal government pays the total in- 
terest von behalf of eligible students • For loans made prior to March 1,^ ; \ 
1973, students, whose adjusted family income- was less than $15,000, qualified 
foir subsidized loans. Under the Education Amendments of 1972', which became 
effective on March 1, 1973, interest is paid on behalf of students whose 
loans are determined to be eligible for such payment on the basis df a recom- 
mendation resulting from a needs analysis made by the school. The special 
allowance, whid/was authorized under the 'Emergency Student Loaan Act of 1969. 



1. The program is also reffrred to as the Federally Insured Student 
Loan (FISL) program. For purposes of this report, GSLP and FISL are con- 
sidered synonymous! ' • 
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and which may rpt excb^d three percent per annum, varies with the condit^ion 
of the money market and\is paid on the average quarterly\ unpaid principal ^ 
balance of all loans made\,fter August 1, 1969. - " ' * 

The.most recent aiiiendiiient to the-lligher Bducation Act ^P). 32-269).,- 
vvJiiGh becamne effective on June\2, 1974, clianged the basi^ for determining 
•eligibility for inter(ist bene fitsS.' While students with' adjusted family ^ncomes 
of less 'than $15,000 previously wer)s eligible for interest subsidies , \he 
amendment established a different nee^3 test that, as applied by lei^ers,. 
tended to reduce th'e number and/or si2e\of subsidized loans. These regulations 
provide for, automatic eligibility for ,anmaal loans up to $2,000, but require 
a needs test for -the loan ii^ement from $2,000 to $2,500; 

Currently, the maximim individual loan may not exceed' $2,500 pe>r acadip3|: 
year. The total aggregate loans outstanding may not exceed $7,500 for undeif- 
graduate students and $10,000 for graduate or professional stui^, including 
amounts borrowed at' the undergraduate level. ^ ' 

^ Any student may apply for a loan who has been accepted for- enrollment in 
an eligible school or who is ^Ire^y in attendance' and in good standing, and 
who is a citizen of the United States '"or is in the U^iited States for other 
than a temporary purjiose. In most statues, half-time students are eligible, 
but some state agency program^ a^equire. full-time attendance. Residency re--. - 
quircments also vary' in- some states-. , 

Twenty-eight states or private-* agencies .and the District of Columbia ad* 
minister their own guaranteed loan pragra^Tis. ^ The agencies may contract with - 
the Cornells si one 1^ of education to reinsui'e 80 percent of the principal of the 
loan if loss is incurred by. the agency in meeting its obligations to lenders / 
on guaranteed loans in' default. No fee is charged for the^ reinsurance. ' The / 
Federall>^ Insured Student Loan Pro gr am operates in the remaining states. In 
addition, the Ac€ authorizes federal insurance for lenders operating qn an 
interest basis "for students vnho by virtue of their residency do not ha\^ 
access. to a state program. Under the federal program, the commissioi^'r will 
insure the lender tor 100 percent of the unpaid principal and interi^st out- 
standing at the time the loan entei:-s into default.^ The insurance premium 
charged is one -quarter of one percent per annum on the principal amount 
the loan for tlie period from dist^rsement through the expiration of tKe iZ- 
month peiriod following the expected date of graduation. * * 
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By tliTend of Fiscal Year 1975, it is. expected that ^aToan, disbursements 
totaling $7 billion will have been made to students vmer this program. Moi*e 
than $1.1 billion will have been disbursed in Fi^ca/ Year 1975 alone. ITiese- 
dollar figures translate to"^ participation by over/6 million students, 19,000 
tenders, and 8,200 educational institutions." Federal .operations began 'in 
Fiscal Year 1968 and the amount of insured lo^s increased rapidly dusking 
the? , succeeding six fiscaV^ears Although loan volume increased iri^ all types 
of .educational institutions participating in GSLP, tKfe specialized and voca- 
tional (prc^rietary) sector increased its participation most rapidly. It 
accounted for $2.9 inillion in loans in Fiscal Yfestr 1968,- $19.4 million in ^ 
Fiscal Year 1969, $15.2 million in Fiscal Year 1970, $143.2 million in Fiscal 
Y^ar'1971, $242.2 million i-Ji Fiscal Year 1,972, and $218.2 million in Fiscal 
Year 1973. f With this growth in all sectors, there has been a corresponding 
increase in interest benefits and special allowance payments as \^ell as in 
-claims payipfients, for^^death, disability, bankn^tcy , and default. In fact, 
because these paymeftts have increased so rapidly,' it ,has'been progressively 
mor6 difficult" to^ estimate accurately the amoynts that should *be requested in 
the President's .Annual Budget to operate the Student Ldan Insurance I'und (SLIF) . 

F^ each pf the la§^ Several years, the Office of Education laas'^ required 
far more money than originally requested f6r payment oJjf its GSLP oblig§tions. 

Because of this, OE initiated research activities- (including the present 

<^ 

RMC sxxprey) to better understand the lending/default process and to develop 

' \ y . 1 • * % . 

better data/techniq^fe^ foi^ estimating GSLP revenues and expenditures, 
^PURPOSE OF THE STUDY ' , - ' , , 

general purpose akd specific researdi objectives of this study may be 
^bes^^OTiderstood by briefly examining the conditions that pronpted its initia- 
tioi^'^by Ishe Office of Education. Before and 4uring the project formulation 
period, an\ increasing number of questions had^been rai§ed conceming the cost 
and effectiA)^ness of the, Guaranteed Student Loan Program. Federal cosjts were 
increasing st^^ily for both its interest subsidy and reimbursement to' lenders 
when students h\d not fulfilled repayment obligations on their loans (i.e. , 
defaulted),- Of eVen greater concern was the unknown extent of future federal 
liabilities , that, wer^ implicit in new or already issued GSLP loBns. , In part i 
cular, it appeared that -default rates were increasing to levels far above ex- 
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■pectation^^d^had already caused several supplemental appropriation requests 
to cover ujaexpected GSLP costs. In addition, there was increasing concern that 
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the .program woul^^tdf be' able to fulfill its objective of providing substan- 
tial financial assistance to college students becaiuse many lender? wer^ re- 



ducing or eliminating their financial participation in GSLP (due to dissatis— 
• faction as* well as a tightening money market), FurthBrmore, the very high 
"default rates for certain demographic -groups and types of schools raised • ^ 
several questions of . efficiency and equity (e.g,, Was it ''fair'/ that large 
percentages of certain types of students were refusing to repay their Ipans?) . 

' Addressing these issues and questions was complicated by the lack of 
adequate, data from existing information systems maintained* b]J^ the Division 
of Insured Loflns (DIL) , th? groiip within 'OE with operational responsibility 
•far GSLP. liven though large co^nputer-based ^iles were maintained on all /^--. 
loans ever granted by GSLP^CboVth federal -and state guarantee parts), there 
.were two. significant .difficul/tie's : (1)' much of the information needed to 
"address current issues was nbt currently collected, and (2) some data in exist- 
ing' files were pf qucstionalMe quality since theVc was ''often a-eonsideraible ' 



avoitlan(*c or \'Ai\ in lender and school report inc; of status changes. It is against 
this l^ackground- that Or, (.specif ically the Office of Planning, Budgeting, and 
Hval^uation— OPBli) .initiatCfd two projects related to*GSLP. The first was to 
analyze existing GSLP data files on default relationships and to develop a 
'Loan- Estimation Model, th$t' would allow projection of OE future cash flow re- * 
quireri^e^ts (for inj:eresti and default obligations) based on the present mix 
of ^rplat\onships\^ ^GSLP loans. The second study (R^C*s present contract) 
required tl^ collation and analysis of new data, specifically comprehen- 
#Lve survey of a. refvrasentative sample of GSLP Iqnders and borrowers,. This 
survey was intended t^' dbtain 'types of data not otherwi^se available, in- 
eluding repa>'ment detaillp, borrowei^^^ajtitudes, lender procedures/ ain3^^Tfefnde9!;> 
attitudes. At the same time> this survey would validate certain ^litems of 
the existing data base arid obtain several data iteijis^ needed to estimate para 
meter values (or refine earlier estimates) in the internal relationships of 
the Loan I:stijnation Model being developed by the first project. 



1. More recently, this organization has been renamed the Office pf 
Guaranteed Student Loans. In this report, the older title,. Division q£ 
Insured Loans, is used. ' , - 

19 \ 



\ 



• . In summary, both of these projects were designed and supervised by OPBE 
to improve available data and knowledge about the GSLP loan/default process 
and to explore the important issues that are critical to ^ongoing policy de- 
liberations in OE and Congress co^icerning GSLP.^ While^ofh"^re exploratory 
and one- time in nature, they will add considerably ;fe6 the limited base of 
knowledge about the student/lender process'. 

, / During the early pjiases of this proj ect , RNfc and OPBE expanded the gen 
eral purpose of the survey into more specific objectives that could serve ^as 

. guidelines for the subsequent questionnaire design and data analysis activi- 
ties. The following paragraphs summarize this information. 

The lender and borrower surveys are designed for three general purpose 
first, to collect information f oi' the Loan Estijnation Model that-iJ'notcur 
rently collected; second, to collect program informationvtiiat is currently 
collected; , but for which there has never been anT^orm of validation', and, 
third, to collect data that will be used to better understand the possible 
causes of increasing loan defaults among student borrowers. ' 
-The specific objectives of the lender survey are as follows 

• ' (1) 




(2) 



(3) 



(4) 



(6) 



' to expand ^i^^e information lenders currently report to the 
Office of Education,' particularly for data needed on a one- 
pime basis fcJt OE's Loan Estimation Model 

to determine lender experience with loan defaults that will 
be used bi,pth to validate the OE file data and to ass'ess 
certain qualitative aspects of the loan portfolio; ^ 

to d&j^rmine some of the important procedures relating td 
le;i^fer%dministration of guar^teed loans—that is, the ^ 
approval, servicing^^.an?! collection of such loans; 

to est imatf^^' some of the primary costs dissociated with the 
administration of guaranteed loans^; and • 

to determine some of tH€ ^opinions , viewpoints, and more 
formal policies that constitute lender response to the 
structural and administrative requirements of the GLS 
program; and 

to determine certain aspects of borrower repayment ex- 
perience with lenders, including tiie setting of repay- 
.ment terms and amount of monthly payment. 
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Related Lo each of the spfecific pbjectives o£ the survey are nume rous 
piSlities, procedures, and adjrdnistrative variations 'that are important for 
a more complete knowledge of the default phenomenon, but for which a ques- 
tionnaire is, /to inappropriate instrument. The study design therefor^ in- . 
. _ eluded extensive interviews 'at 40 lending institutions, with each individual 
lender or* groiqp of lenders c|hosen in relation to a particular aspect of the 
default process or a particular set of questionnaire' items for which RMC 
wished to gather additional background information. 

Tlie leYider and borrower data Rfe also related to the OE Loan Estimation 
Model. Thd Guarant;eed Student Loan Program currently collects a large 
amount, of data relating to the characteristics of the borrowers (including 
the characteristics of their* loans) , the lading institutions, and the educa 
tional institutions attended (which are sorfietimes' also the lending institu- 
tions) . These^ dat%,^re .part.^of the individual loan transaction records, 
parts of which are recorded in., five separate gomputer files maintained to 
provide processing flexibility for program operations.* 

However, nhe usefulness of the GSLP Loan Estimation Model is directly 
dependent on the validity and reliability of these data,'Whic^ represent 
over 5.5 million loans^ to over 3 million borrowers. To the extent that the 
, recorded data do not accurately represen^t the actual characteristics of 

borrowers, loan transaction$, and lending "^akd educational institutions, , the 
" Loan Estimation Model will p|roduce distorted forec^asts of future defaults, 
injterest %errefits, and premium incomj^. Presumed inaccuracy of data liiay be^ 
partially caused by deficiercies ^pid problems in , the data delivery and re- 
cording 'phas^es of th? GSLS IJ system. The lende^ survey— constituting ^ an 
indepentlent ,' randomly str^ified^ representative Sample— was intei^ed to 
reveal the rough dimensions* of data inaccuracy :^rom the GSLS II files cur*- 
rently being used by the Loan- Estimation Model;/ ..j.Ih addition, certain bor- 
rower repayment and finaihcial data t^ia^i^ the program, does not collect were 
obtained. These data relate to assumptions about the distribution of de- 
fault claiiT^ over^time (partially a fun^ipn of the length of repayment 
terms') /and to the employment and income-characteristics of repayers on the 
one n^d and defaulters on the^othef* ' , 

r 
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SAMPLE DESIGInI \. ^ 

The sampling plan £lowed\irectly from the study's primary interest in 
the GSlP repayment and default processes. Tlie universe was therefore defined 
to include borrowers and associated lend.ers vjho had obtained federally 
guaranteed Ipans (including state guarantee Igency Ibans) 'and who had one 
or more loans converted into repayment. Tliis included borrowers who had 
ever become obligated for repayment (even if they never started repaying) , 
and those who had already fully repaid their loans. 

Die research design led to the heed for a representative sample of GSLP 
lending institutions and a representative sajrole of GSLP borrowers who had 

or coupleted the repayment stage. Mail questionnaires were designed 
and sent to sairple lenders. Included were a Part I, covering aggregate \ 
institutional operations, and a separate Part II, covering the behavior of 
each sample borrower associated with that lender. A separate questionnaire 
was also sent directly to each sample borrower. However, a large propor- 
tion of invalid addresses and many nonrespondents resulted in a poor overall 
.response,' Dart icularly for the most important subgroup— the defaulters. 
The resul<^ing low precision of estimates from-thi-s direct borrower survey 
limited its ;ysefulness, and this report dtavjs only on the indirect borrower' 
data supplied by lenders."'' In any case, the sample was drawn to* represent 
tlie borrowers in repayment that could be (and was) used for a direct survey. 

The only usable sair^ling frame for the survey was the large data file ^ 
on GSLP' part ijCipants maintained by the Division of Insured- Loans of the 
Office of Education. A series of separate, but interrelated, computer files 
are maintained by DIL covering all GS^.P loans since the federal program 
started in 1965. RMC prepared a consolidated^ unduplica\^d coirputer file 
of borrowers and associated lenders with converted loansi to us^ as a universe 



1. 'A seppr^te report incorpbrating analysis of the direct borrower survey 
data Vas provided by RMC to OPBE for internal use. See A SurV^y of Lenders 
and Borrowers in the Guaranteed Student Loan Program > RIIC Report UR-228, 
November 1975. ' ' 



for sampling (since most DIL files are k^pt by individual Mom an;J do have 
overlaps). Borrowers were selected ft5r this file if there was^,a. reason to 
Q^Toct (based on such^actors^^^ expected graduation^ date) that they should., 
have ejatered repayment status, even if ^confirmation of the status was not 
on the master file. This-^ro^^edure wa^ adopted to avoid possible bias from 
ccrt.'iin 4)orrower types not beijig properly updated on the central OE file, 
cvcT} though it was recogj^Tzed that some sample mei^ibers drawn from this universe 
u'oulii be dropped later if initial status confirmajtions from lenders indicated 
them to be deferred or otherwise not ye^liable for repayment. The resulting 
total number of borrowers in this universe file wa3 about 1.5 million. 
Tlie universe file was pto(i:essed to produce a^- cluster sample of approximately 
10 borrowers from each of 800 lenders.^ Although the detailed procedures 
were those best suited to. computer operations (since all sanpling was done 
that way), the resultant sample was ^designed to satisfy standard statistical 
rules and criteria. ^ ^ , • 

With respect to lender data, lenders were saiifiled with probability pro- 
portional to the number of borrov/crs Who had reached repa>'ment status. Thus, 
a lender with 1,000 such borrowers woiild have 10 times as much chance of 
selection as one with only 100. Tins lapproach of oversampling the large 
Lenders tended to reduce the'^ sampling Variability of aggreg'ate estimates 
since, in making ^estimates, the repojt of a lender with 1,000 borrowers 
was multiplied by a weighting factor only one-tenth as great as that of a 
lender v^ith 100 borrowers. It was believed that a sample of 800 lendipg^ 
institutions selected in this fashion would be adequate to provide the de^- 
sired data -by the major types of lenders.- To ensure representativeness. 



1. Initial examination of the lender data base indicated a sairple of 
more than 10 borrowers would' be needed for a few very large borrowers to 
avoid Ic^w sampling rates for them. \ mc was prepared to hold special dis- 
cussions with those fe\v- lenders to gain their cooperation, but no signifi- 
cant problems of this type were encountered. Ilie number of borrowers per ^ 
lender was not/important for analytical purpeses „ since the responses were" 
not used to estimate characteristics of that lender, but rather for examining 
the universe of borrowers, in repayment as a class.' 



the sample of lenders was stratified by all 13 lender categories even though 
^ it was known that tabulation and analysis was only feasible for about six or 
seven composite categories having sufficient sample size. It was .not possible 
to specify the specific .categories until the sanqjle data had been examined^ 
Since lenders having over a specified number of ^rrowers in repayment were 
selected with certainty, the sanpling variation was reduced. Thus, the 
-range of variability of lender' size jvithin a lender ^tegory must be con- 
sidered along with the absolute number of lenders. " \ ' 

The general approach was that lenders were ordered by type of lender aiid 
ZIP Code and then a systematic sample was taken with the aj[)propriate skip in- 
tervals of borrowers. SiMre tiie sMp interval was expectesd to be about 2,1000 
(1.5 million divi4?a\by^0) , this meant that any lender Aiaving over 2,000 
borrowers converted to repayment was sure to be in the lender sample. For 
categorical data- -i.e., pr6j>aftion of borrowers associated with lenders, that 
had a given characteristic, or pl'qportl.ons of lenders with a given charac- 
teristic—the sanple size was designfe^^o produce s^dard deviatid^ of less 
than two percentage points. For aggrega%Bs^ta,ydich as total loan volume by 
year, the sample was expected to be quite efi^ent, but the sanpling errors 
were not known until estimates were madefparrf tJ^-stirvey data. 

It 'was further felt that> there w^-s-^need to verify the eligibility of the 
selected borrower dt the ^^dxess^s were requested from the lender. 

The need for verificajtioJi of current borrower status stemmed from many indi- 
cations that^^Ue^dSLP master files used for sampling mighty out o/date 
or^^l^djf^ignifica0;t^otmt^r-T^ zac^jevmxig^ t^^ eligibility , 

efite&r-^To^^g^^^^^feaa^e^^^ borrowers 
shooldTi^e beeg,i^Wf^^'sif^ lender. ' 

The Borrowers iTTtKe surveiy- were selected by a systematic sampling pro- 
cess from the borrowers converted to, repayment in the -selected lending in- 
stitutions. Th4j^ prcxess ensured that each borrower within a stratum who had 
reached repayment status would have the same initial chance o:^ selection. It 
was planned that a sample of about 8,000 borrowers would be draw. The 
chance of selection would then be on the order of 1 in 200, " corresponding 
to a borrower file of 1.5 million. If data for each of 8, 000 , sample cases i 
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were^ Obtained, it would be possible to make estimates for the entire file 
by/giving each sainple return a weight of 200. However, we did not, of course, 

. ^ect to get data for all 8,000 sample borrowers. ^- 

We emphasize that, ^although the cluster sample design minimized the number 

/^r lenders that had to be contacted for borrower data, it did not mean* that the 
sample of borrowers was disproportionately concentrated in large lenders. 
Sincp A sma] "^r fraction of borrowers was taken from a large lender than from 
a small one, each borrower had the same chance of selection regardless of the 
size of the Tender with which he was associated. (Verall probability of 
being selected was the product of the probability of the particular lender being 
selected and the probability of the selection of that borrower from among 
that lender's eligible group. ^The borrower ^'sanple should give adequate repre- 
sentation of any glass of borrowers constituting 10 percent or more of the 
universe. For example, if the universe contains 10 percent from proprietaiy 
vocational schools,^ the borrower sanple should allow proper estimation of ' 
the characteristics of that group. 

The recoimended borrower ^ample size was chosen after consideration <Si 
its effect on sampling variance. In the universe of specific borrowers, we 
had various universe control counts, so the sanple need only be used to 
estimate proportions. Since the sanple of borrowers was clustered within each 
institution, it will have a some\4iat larger variance than would a simple / 
random sample of the same size. On the other hand, the systematic natCife 
of the sampl^e should produce some c^ins of stratification^. For an estimate 
of a proportion (£) of borrowers who have a given characteristic based upon 
w responses, the standard deviation is governed by the relationship: 



V 



p(l-p) 



P T n 

Thus, an 6stiif)ate of an upper bound on the standard cieviation^can be made by 
assiming the cluster sample doubles the variance, p equals the worst case of 
0.5,1 and 2,500 completed questionnaires were received. The maximum standard 
deviiation is then p[l4 or 1.4 percentage points 
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QUESTIOiNNAIRE DESIGN 



To implement the survey objectives, "it was necessary for RMC to design 
and test questionnaires for collecting data about GSLP lenders md borrowers'. 
The following paragraphs ' describe/that design process „ ^/ 

The two questionnaires were developed in several steps. Wo/rking. with 
'the' original materials from the RFP, a list of major policn^l^uei^of concern 
to OE was first drawn up and specific research questions >W|ere/i^d out. 
Preliminary consultations were held between RMC staff 'an3'*0E personnel who ^ 
deal with GSLP loans, in particular with repayment terms and claims. Working 
jvith informatioh alre^^y available in OE records,* it was determined^ that the 
terms of Repayment per se were not of central importance, as Had originally 
.been thought, ;ince a very high percentage of borrowers^who were repaying \v^e,re 
" 4oing iio at fhe minimum monthly rate. Rather, the problem of the default 
phenomenon-- its frequency, the reasons for its occurrenc^,, and the impacts 
it might have on §uch things as lender participation--was detemiijied to be 
a central focus for thq borrower survey. Similarly, the concept of the level 
of participation of lenders in the GSL^ program was singled out the primary 
focus of the lender survey o 

Thus, R?C project staff, worki|g 



rimarily with the project rrionitor :.n 



OPBE, compiled potential questions th£t w^e intended to address these-m^jor ' 
issues. For instance: l^at are the nafot factors that might accDunt for 



borrower default?. Do default rates di 



school attended? ^What factors tend tc 
cosf of handling these loans compared 
many (idfaults, low returns on loans? 

Working with these questions, RMC 
que-stionnaire that laid out all the ir, 

tions and gave tentative forfh td) the cipestion^ the^nselve^ These[^first 
versions were quite lengthy and were used to aVd in the further s^^ecifica 
tion of priorities for the study. The drafts Were reviewed by OPBE, by 
RMC. staff and management, and ^y con5ultants familiaA/with the. policies and 



ffer substantially between types of 



discourage lender participation- 
with otjkers, experience winti having- 

staff i^seiifl^ed a first wording draft 
formatlion requifed to address ^he ques- 
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lofficers of a small niumFet\o£ lenders in the local area were" interviewed' 
ijjform^lly to determine how burdensome some o£ the proposed questions ^ for 
l^iders would be and whether questions of confidentiality o£ information 
\.ould be involved in mounting the surireys/ . * • * . 

RMC st^ff then redrafted the instruments, taking into' account the need 
to reduce respondent burden by reducing the lengtii oT the items and focus inV* 
on priority items. A second working' draft w^s assembled aiid cirtylated 
witjiin the offices of QE concerned wi$h pro^ara development and administra-. 
tioii of student* loan programs, ^s well as within OPBE. ^ Whilg awaiting com- 
ments on this", a slightly revised version of each instruftfent ' (the revisions 
mainly corrected errors in ^^TTiat) was used" for pretest purposes. 

Itic Office of hducation^^^ded RMC ivith a list- of 16 ienduig institu- 
tions acrossj the cowtry. , The list included the name a^iid ^telephone number^ 
of^a contact person at each bank. Nine of the lending Institutions * were con- 
tacted ani4 eight agreed to assist in the pretesting o£ both Pkrt I Part II 
II of ^ the lender questionnaire. Each lender, was asked t^ note any aifeas of 
ainbiguity and to suggest any improvements. Six of these alight institutions ^ 
responded wi thin the necessary time sp^, • ■ - 

The pretest prove4 to be extremely helpfiul in .pointlnf up problem areas. 
These difficulties were coi^cted iji the following ways: 

(13 Questions that requiredj too^ much detail or that were a 
'burden to complete .were pared -dowrt^ to their essential . 
. components. ' '^'^ . V « . * 

' (2) •QuestiQns to which most foparticipants could not provide 

answers were eliminated if not critical^ to the analysis.^ - 

y ^(S) Quest.ions that were ^reduiT[dant. pr irrelevant were eliin- ^ 
• inated. * '^^ ^ . • . 

, , (4) Questions that were ambiguous ..of confusing were clarified-, 
and refined. ' • ' ' 

; (5) Questions that had inadequate response categories were en^ 
lafged. , . ^ . - • . > " * 
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UNDERSTANDING THE STUDY" RESULTS 



STUDY LEIITATIONS ^ " * ^ 

To understand the' results o£ this study, il is essential tclSear in min^ the 
complexities and difficulties inJierent in any study that jests On the collec- 
^ ' tion of loan information from lending institutions and borrowers. Many of 

tliese fe,atuyes reside in tlie details of tlie pr*ocesses by wHich data were iden-- 
tifie^^ and collected. Appendix. A is a' detailed description of, the field pro- 
cedures that were used in this project, and the reader is ui;ged to read that- 
* ^ /Rescript ipn carefully. However, for those whose time and interests wijl not 

< permit tliis, we present here the key features of an infprmed assessment of the 
' • quality of data collected and stability c^^e conclusions drawn in the course 
^'of this study. . 
To prevent th^ readet^s coming away from this discussion with the .wrong 
conclusions, it is useful to reiterafe that* these complexities and difficulties 
are characteristic of many studies of this sort. PMC's preparation of con-' 
elusions 'and recommendations^ has taken these possibilities into account. EA/en 
tfiough thes^ limitations \were^ r^ognized by OE and RMC in advance, this survey 

was initiated because dara about GStP wejre not otherwise available and this > 
- " • • . . „. . ^. 

w&s co-nsidered the most feasible way o£ obtaining that infOiTnation. Of $he 

potential^ l^i.mitations , oonrespotea bias is the most significant . Considerable 

attention hks been given to betterxunderstanding' its inpa;ct. The other ^liali- 

fications appear within the^^rai^ge, or \SCtcept ability for stCidies of thi| type 

"•and afe not expected to have sigiificaht inpacts on the study conclusions . 

^ Immediately following are brief disc^^s.ipns of the major issues important, 

"to understanding theA^tudy results. '|^hy«^al sections of this c]hapter,^xamine ' 

the more impor.tant of these at great^,er lenglh. 4 , \ ' / 



SajHjuing Process - ^ . 

For both lenderji and borrowers, it was obviou$ly necessary for this , 
survey to address a sample b£ partSi^pants. While any sampling process 
introduces the possibility of errors, this particular source limitation 
is relatively sm^ll and controllable. As discussed^elsewhere in this re- 
port, RIC prepared k carefully structured "^stratified sample of lenders and 
borrowers from the universe ^of all GSLP participants iaAio had ever become ^ 
liable for repayment, as indicated by the master data tile at the Office- 
of Education. Although this was, clearly the best. uni}.verse available fo^: 
sampling purposes, the file apparently misclassified some participants and 
had incorrect or missing data elements for others. Therefore, the ifiniverse 

represented by the sample used may be slightly different from the universe . 

f- ■ 

of interest. All things considered, RIC does not believe' that the liinita- 
tionis produced by this sampling procedure are of major concern. 

Nonresponge Bias 

Tho* purpose of .the sampling process is to^jnake^ inferences' about the gen- 
era] populcition (the universe) from whicfe^he sample, was drawn. We wduld 
therefore like to, be able to say that "pe characteristics exhibited hy the . 
sample respondents are representative o^the general purvey population. 
This statement rests on the assiimptian' that\he response phenomenon is ran- 
dom; i.e., all the 'people in the saitiple have an equal opporjtunity tO' respond 
Uiid have exercised it. ' 

Although this is generally not true, it appears to be a very, reasonable* 
assumption in 'the cases of the lender survey and the survey of borrower data 
supplied by lenders. , ' . T — 

First of all, the 70 percent ^of the lenders in the sample who returned 
questionnaires represents a substantial majority and includes 18 of the 20 
l^Tgest lenders in our sanple. Secondly, the known reasons* for not.com- 
pleting the questionnaire do not point to a systematic d^t^etion of certain 
lenders-*rom the sample (and thus any .systematic sourcef' of bias) . No adjust- 
ments for nonresponse bias, were thetfe'fore ^inad^G^l....;^^^ d on lender opera- 
tions or attributes because these adjustments wouIcpflQt^^^^g^^^^d^ ^d 
value to the data. ^ • 
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Given that no significant sources o£ bias ar,e- appp.rent \t\ the lender 
survey, the ^ only way in which biases could appear in tl\e borrower data would 
" be as a result of lenders' systematically not supplying data on certain 
classes of bcJrrawers. In this regard, €he only systematic patterns dis- 
covered b/ RMC were- related to the lender's recordkeeping methods: Certain 
lenders tend^d^ to destroy or put in inactive storage thei records o^ loans- 
that were paid off (whether normally or by default) and were gnwilling to " 

retrieve the infofmation requested by this survey. liCndet responses about* 

<^ . . ^ * . " ' ■ 

individual borjrowers covered about , 60 percent of the original borr^ower 
sajTple. Cov^r^tjge of the borrower' responses was Compared with the original 
s^ample to investigate for nonrespoiise bias and adju^fments were made where 
significant 'response differences were found (all adjustments were small);' 

T tern Nor . response . ' ^ ^ ' 

A somewhat ditfetent type of nonresponse bias id creajjed when. particular 
questions or groups of questions are^left unanswered on a survey form, that 
is otherwise usable. This presentsr little difficulty in' the tabulation 
process since only the' valid answers are tabulated and data summations can 
be expressed in terms of percent of those responding to a givfen question. \^ 
However, the interpretation of the "data results may. be weakened since 'the 
effective sample size for particular areas of inquiry may be reduced by 
such^ items of nonresponse. ^ ^ . ' . , , • - 

The lender replies often included a significant number of unanswered ^ 
questions,' -In most cases, this appeared be- because thet lenders ^'did nqt 
- maintain their ^records such' that they could c\iveniently answer "a given , -ii 
question. Some lenders commented that ^tft^y were too^^busy to look for the : 
^infprmation or even to estimate' it separately •. - The largest cat^gOiy of in- 
complete answers was £rom;the Part 11- form^ of the lenders' survey.^ which 

T 1. Som6 oA this effect was expected since one ^questionnaire had to 
bd designed for o^e. with many .types of lenders (from smalij. credit unions 
to the 'biggest banks) who k6pt theit records^ in many ways- and at different * ^ 
f^vels' of detail. ^ 



requested Information abbuT individual sample borrowers.. A large/nlmiber of 
these were returned' aljnost totally incomplete, because the lender 4id not 
have records availab^g' on the :borrowers . In some'cases, this ds because the 
lender could find no fecord for the loan. However, the reason >4or this was . 
usually beaause the ioan had been. .fully repaid (by ^iaiip or borrower) and 
therefore the records had been destroyed cir put in dead. storage. RMC was 
careful to make maximum ^se of all data provided, but we were not in a 
position to go back to individual . respondents and ^slc a second time for 
specific data items that were missing. 

Incorrect AjisweJs , ^ -* ■ 

An additional contribution to low data quality Qccurs*if the respon- ' ^ 
dent proviaeb an^ incorrect answer to one or moi^e questions on a completed ' 
questionnaire.,. Although RNC has no way' of knowirtg how often tliis occurred, 
special attention was given to minimizing this 'factor where' it could be 
•observed. ■ Ali survey responses wer-e' subjected to computer editing that 
checked, for invalid answers,.that were outside previously ■established ranges 
ot; did not otherwise meefr established criteria for vatid data. This editing 
process alfeo idfentif ied errors caused by incorrect data traSiscription, key- 
punching, or computer processing. These errors were then' checked -and cor- ' 
rected. Short, of a separa^^e- validation study, RMC has no way of detemining 
whether the 'respondents tolci\he truth; as; Jong as the answers appeared 
reasonable, they were accepted as correct statements. In the area of atti- 
tudes and 'opinions, i.e were particularly interested ii\ the beliavior of the 
respondent even if that behavior was ' determined by perceptions that, ,in . 
reality, were nqt correct. ' ' ' ' - " 

Timi ng" ' " ; \ ' * 

Another factor that must be kept in mind when ■ interpret ing tlf results 
of this, survey and, the conclusions drawn from them is the timing of the 
survey. All of the statistics and most of the 'opinions in this s'Urvey ., i 
relate to a^^eriod several months prior to this final report. Statistical 
data .for loan status ahd other financial data were requested as oi January ^ 
1, 1974. Since respondents were completing the survey about, six to eight ' " 
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mnths after that /date, the j^esponses from some lenders probably reflect 
their statusi^ajid, attitudes at the time they filled out their questionnaires o 
In addition, the present procedures for GSLP are somewhat different from 
what they were during the response periods i^ alsQ certainly true that^, 
economic conditions continued to change, some for the better and some for 
the worse. These changes probably affected the financial situations of 
both tlie lenders and the borrowers. However, these kinds of lags are in- 
evitable in a survey of this sort because of the time required to desigiy 
the survey, obtain 01 IB clearance, obtain responses, and .write the fixial^C 
report. 

Altliough changes in econgmic conditions and program regulations have 
occurred, the major problem§^of rising ^defaults and lender 'relatioijs re- 
main. RMC believes that thfs normal timing lag does not significaatly re- 
duce the usefulness of the results and coijelusions of tliis studyo 

RESULTS OF INITIAL REQUEST TO LENDERS ' 

.'^iS mentioned earlier, a two- stage process was designed to secure from 
tlie lenders the most current statife and address of each borrov/er selected 
for the sample^ Tliis provided an opportunity for^ validation of certain SSLP 
data and definition of the borrower? - 1^. be covered by later detailed ques- 
tionnaires. FollOv/-up requests wete sent tq tfiese institiitions as required, 
and eventually responses were received from all but 30 of the 784 sample 
lenders . Approximately 97 percent df the sampjLe of borrowers was accounted 
for by this lender response. Jhe remaining 30 lenders were sent special re- ' 
quests for borrower addresses along with their ^questionnaiTfes. 



1. RMC cannot be sure of the incidence qj£ the reasons some lenders gave 
for not sending addresses for all sample borrowers. RMC I'eceived comments ' 
from, some lenders, but cannot be sure ,Qf the importance of extent of these 
reasons* among all nohresponding lenders. Based upon* telepone ^alls and . 
written comments, it appears that many lenderst^'did not have the addresses 
readily ayailable in their record-keeping systems. Most lenders had records 
for^'closed'' loans (fully repaid by borrower or GSLP) in inactive storage 
and were unable or unwilling to search that file system. Of course, many 
defaulters were in, that status because the lender was unable to ^find the 
current location of the borrower. 

22 . ■ 
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Tlie responses provided by lenders consti^te one ijirportant result of • 
this survey and they are presented in Table 1. 'AH the categories are self- 
exnlanatory,^with the possible exception of coltrnms 6 arid 7. »\1iere the 
lending institution indicated it had no record of a borrower, two subcate- 
gories were established by RfC If the bank indicated it had fully examined 
its recoi^^s^r otlierwise indicated it had exliau^ed its ability to check, 
the borrower was' recprded as classification, 6 and no further follow-up by 

^IIMC was conducted for that institution, If, liowever, no reason ilas giyen 
ifor checking^'* *no record," the borrower was categorized as 7 and quest ionfiaires 
and other follow-up activities- were carried out by PJC. Tliis approach was 
used because K\C had indications that many of the "no record" designations 
by lenders involved records in dead storage or similar s\t*uatirOris . ^It was 
hoped that additional follow-up with questionnaires would convince these'^" ^. 

'lending institutions to pursue the matter further. For the "no' record" 
(category 6), a printout by individuals was provided to OE so further inves- 
tigation of the true existence of such loans could be -pursued by OE if 
desired. ' " 

Table 1 reveals that only about 11 percent of , the borrowers were not 
covered by addresses, with tlie bulk of tliese being from the "no record 

exists" category'* ' " ' 

/ 
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■ , Table 1 

BORROICR PROFILE 'BASEO). UPON INITIAL LENDER RESPONSE 



/ 

Category 


B6rrower Status Indicated by Lenders ' . ^ 


(Blank) 
' No Status 
Indicated 


1 

In 

Repayment 


2 

Paid 
In Full 


Default 
(except 
deceased) 


4 

Deceased 


5 

Not Yet 
' Due 


6 

N9 Record 

(no 
follow-up) 


7 

No Record 
No Record 
(follow-up) 


Total 


With Addresses 


^ 8 


. 3,158 


1,988 


736 


22 


1,128 


22" 


78^ 


7,150 


Without Addresse'j; 


I ^ 


22 


314 


43 


15 


9 


107 




926 


Total 


9 


3,180 


2,312 


' 779 


\ 37 


1,137 


129 


493 


8,076 


Coluim % of Total 


O.U 


39.4% 

* 


28. 6^^ 


9.7-^'^ 


0.5% 


14. U 


1.6% 


6.n 


100% 



a. Lenders provided addresses for some fiorrowcrs for wliich they did not provide a record of loan status. 



The second biggest category i^ "paid in full/' which, of course, covers old^ 
loans and many leiiders who no^ longer keep records on such individuals. All 
• things considered, KMC believes that fairly good results were achieved in this . 
area. \ ^ • 

Two categories of bWrowers were not usBd further in RMC^s study as a result 
of the infomation received ^rom lender responses. Category 5,. "not yet due for 
repayment," ctmcerned thosk students not meeting our criteria for being in repay- 
ment status and theziefore we\e not pursued further. This amounted to 1,137 
students, or about 14 percent .\ Category 6 was also dropped. This category en- 
'^compassed borrowers for whom noVecord existed at the lenders and, therefore, 
no addresses could be obtained fqx them by RMC (except for tlie small number cf 
cases where the lender provided an address), despite checking "ho record of loan 
status exists." These two groups were not used furthet for the survey since it 
had been decided earlier that the lender- reported loan status was more likely to 
be up-to-date. Based upon this assuirption, neither grotp of studentjig should have 
be^n "in-the intended sample of borrowers toown to be in repayment, but there- was 
incomplete information to:knpw^this when the sample was selected. 

Table 2 tabulates the borrower Sample in a different v^^y. rThe vertical di- ' 
mension lists the loan status of the students as originally identified on the 
master control file of DiL at the Office of Education. This is the category by 
which the borrowers were originally identified and Sampled, although at that time " 
we knew that some of the classification data were incorrect or 6i\t of date. The 
" other dimension, identified by column headings, lists the loan states infoiTnation 
reported by the lenders for the same students. This cross- tabulation i^ows one 
type of validity check on the loan status data as reported afid maintainec^en- 
trally in the Office of Education. The croSs- tabulation of Table 2 covets 
fuy 8,346 students sajipled: The approximately 350 borrowers covered by the 30 / 
nonresponding lenders have been combin,fed in the first column (indicated, 1by "no 
code" for the purposes of this tabulation). , This information is generally coiy- 
sistent with Table 1^ although a slight difference exists because the tabulation^ 
was prepared, at a slightly different time. ' / 

One fiignificant observation concerns the num^ft of defaulters* As expected, 
a significantly larger •number of defaulters was identified by lenders as' opposed 
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Jabic 2 

CROSS-T.VBUUTION 0^ LOW iTATUS 





Ix'ndcr RcpoiTi'd Statas 










Defai'iit 
fe.xcopt 
deceased) 






No Record 




or. ReporreJ 


t Nu^ I'odc 1 


In 

R.;>a\-:nent 


Pa id 
..In lull 


Pvcetjiied 


Not Yet 
Due 


No 

Follow- Up 


♦ 

Fol low-Up 


Row 
Total 


.'Default h-itl^ 
(CoMe 0 or IM 


1 

t t 
0.0 


,) 

0 . 0 
0.0 

■ n.o 


0 

n n 

0.0. 

0.0 


1 

0.1 

0.0 


10 - 

" 1 7 

-J 

0.0 


0 

n n 
0.0 
0.0 


1 

7.2 
0.8 
0.0 


1 

7.2 
0.2 

o,.o ' 


14 
0 . 2 


Default- 
Rmknipt . V 


* 0 
0.0 
0.0 
...0 


0 

0.0 
~ 0.0 


0 

0.0 
0.0 , 
0.0 


O.IJ *u 
0.9 

oil 


0 

0.0 
0.0 
O.J 


0 

0.0 
0.0 
0.0 


0 

d.o 

0.0 
0.0 


3 

30.0 
0.0 
* 0.0 


10 
0. 1 


' Default 
(Cooe \) 


2b 

a. 3 


1.9 
0.4 
0.1 


41 
6. 3 
1.8 

0.5 


492 
75.9 
63." 
5.9 


1 

0.2 
2.8 

0.0 


8 

1.2 
0.7 
0,1 


12 
1.9 
9.3 
0.1 


56 

8.6 
11.6 

0.7 


648 
7.8 


In Repa^-mcnt* 
(Code M) 


67 
.4.3 
.18.4 
0.8 


1,046 
67.5 
33.3 
12.3 


198 

8.6 
2.4 • 


68 ^ 
4.4 
8.8 
0.8 


1 

0. 1 

^8 
0.0 


95 
6.1 
8.5 
1.1 


16 

1.0 
12.4 

0.2 


38 

3.7 
12.0 

0.7 ,> 


1,519 
18.6. 


Paid* in Fuil , 
(Code L) 


>4 
3.4 
■ 9.3 
0.4 


79 
8'. 0 
2.5 
0.9 


682 

69. 1 
_ 29.7 
8.2 


16 

16.0 
2.1 
0.2 


; 0 

0. 0 

u.o 

0.0' 


53 
5 . 4 
4.7 
0.6 


34 

3.4 
26.4 
' 0.4 


89 

9.Q 
18.4 

1.1 


987 
11.8 


IVithdrauTi 
. (QDde K) ^. 


114 
4.8 
31.2 
1.4 


33,3 
25.1 
9.4 


53R 
:2.7 
23.4 
6.4 


129 
5.5 
16.7 
1.5 , 


3 

0.1 
8.3 
^ 0.0 


658 
27.8 
58.6 
7.9 


30 

1.3 
23.-3 

0.4 


107 
4.5 
Z2.2 
1.3 


2,366 
28.3.1 
•3 


u 

Graduaee!'-^ 
(Cod6 G) 


122 

4.5 
33.4 
1.5 


1,213 
:i4.4 
38.7 
14.5 


837 
30.6 
36.4 

^10,0 


48 
1.8 
6.2 
0.6 


■) 

o.i 

^. 5.5 


309 
11.3 
27.5 
3.7 


35 

1.3 
27.1 

0.4 


163 
6.0 
34:2 
2.0 


2.7.31 
32.7 


Blank 
(No Code) 


1 

2.4 
-0.3 
0.0 


* 1 
2.4 
0.0 
0.0 


4 

9.8 
0.2 
0.0 


11 ■ 
26.8 
. 1.4 
0.1 


19 

46.3 
52.8 
0.2 


0 

0.0 
0.0 
• 0.0 


1 

2.4 
0.8 
0.0 


4 

9.8 
C.8 
0.0 


41 
0.5 


Cblunn 
Total 


365.0.' ^- 
4.4 


i,a3R.O 
37.6 


2,300.0 

^7*6, 


77Z,0 
9.2 


36.0 
0.4 


3,123.0 
13.5 


' 129.0 » 
1.5 


4'83.0 
5.8 


8,346.0 

100 J 



' t^g6"ci for Cell Contents 
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-Count - ^ 




6.3 




«PeTX:ent of Row Total 




1.8 




- Percent of Colunji Total 




0.5 




- Percent of Grand Total 



35 



for the 



purposes , 



to the central OE records. Where the oiAginal sample had 8.1 percent in the 
default and deceased category, approximately 10.3 percent fell ir this cate- 
gory based on the more recQnt lender indications. This higher percentage 
of defaulters was expected (and desired) due tc advance indicaticns that 
the GSLP claims and collection^ file (from which the sample was drawn) 
omitted significant numbers of claims that had ^lot yet been processed, or 
submitted. The desired result was a larger nuirber of defaulters 
purpo§*es of this study. 

In terms. of tJie resulting sample. that could be used for mail 
RMC was satisfied 'With these results^ While it is true that the effective 
saraple size declined owing to the exclusion of about 1,500 borrowers fbe- 
cause they were not ^et due for repayment or no record existed) , almost All 
of the decline was in the nondefaulter category. Such sample attrition was 
ex].)ected and wa^s one "reason the initial borrower sample had been increased 
f1|om 4,000 to 8,000 during the design phase. 

Sampling PROCEDURES * ' . ' 

The lendei; sample was drawn and structured in standard ways, without ajiy 
^significant adjustments that would need to be explained here. However, a few 
features of the borrower sample, and of the weighting procedures for both 
samples, deserve to be mentioned, . 



Borrower S^nple 

A primary concern of the borrower sampling was to enstire that defatilters 
were represented adequately. Tables A- 3 and A-4 in Appendix A display the dis 
tribution of the 16an status of bon*owers by the lender's ZIP Code area, both 
for the universe and for the sample. The proportion o£ borrowers with default 
codes in the sample (8.1 percent) , is about the same as the proportion in ;the 
overall universe (8^4 percent). We do not,^ however, place much credence in 
this proportion as a measure ^of the program's default rate since there was 
a known lag in obtaining that status from the DIL claims afid^ collections 
file, which at the time of our selection had 138,000 records. -Several months 
later, the file contained over 215,000 records, which was probatjly the result 
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of Intensive ef|ott3 by the Office of Education to update its records and ^ 
the .ii\ \\\y inc|eaBang number of cliims r^ceiV^d by OE. It is lil<;ely that, 
if our universe Wd been* created four months l^ter, it might well have shown 
12 percent to ISjpfercent of its borrowers in default status. • 

RMC believes. that, in general, the borrowejs and lenders sample pro- 
duced by~niese procedures is veiy suitatrte for ; assessing the status and 
problems of GSLP rel4tive to repayment. .Stratification By lender type en- / 
sured a good representation on that basis. Or4eririg lenders by ZIP Code 
before taking a ^systeinatic sample en^-ed a godd geographic distribution, - 
even thougjj that vatiablp was not fexpectted to Have any major effe^sff^ The 
distributions of'^th^ Sainple and universe presented in the pre;vlous two parar ' 
grapfis show the resiips. . Although the' quest ionkble qmlity of dat|;a on de- 
faulter stajais preclyded stratification oir^that Iba^i?, the resulting sample 
include^kthe desired 'nipber of defaulters (which increased later b/ about 
25p(5rcfent when the lenders reported^tlheir latest loan status). 

Weighting Procedures . ; / ' 

The lender, selection procedure outlined above amounted to liiyBg'^^''^^^ 
lenders in the universe below a- certain size (1,416), by ^tpe?^and then by 
zp Cod^T^ That lii^e waV^lit into intervals re^jyes^ffting 1,416 borrowers 
each; one lender was^-gelect^d from eac:h interval. The lender selected is 
viei^ed as jrepresentative^of the lendei^s: in its interval, said that lender's 
borrowers as r^^esentatiye of borrowers for lenders in that interval. 
_ . JS-^^^^3^^^3.ysjs, it was apparent .that i£ estimated parameters for 
'eadi in^ei^l were desired, then the sample lender\^hould be weighted By 
the' ratio of the interval size to the lender 'size. For example, if the 
sample lender had 20 -borrowers and . reported loins of $100, then a reason- 
able .estimate for t'|ie interval (since we expecle4 •& high' degree of homo- . 
geneity) was the average loan amount fqr the lender times the number-^ 
borrowers in the interval fl,416); i.e., $100 'c^^^T") . The quantity 
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t h e e 



(1,416/20) is^the lendet's iveight. Thu/, the estimate of total responses 
of lenders should' be weighted by the inverse of their probability of enter- 

■4 

ing the sample. Weights ^re: 



1 if n^ > 1,416, and 

1,416 < T 

if n. = 1,416, 



where is the number -of borrowers for lender i. 



One problem aro^e in connection with the weighting of the lender ques- 
tionnairJs because a^^slgnificant number of ^^sfkmple lenders had consolidated 
or merged with other lenders. For exaiiple, although the^Bank of America 
was represented several times in the^Jr^der sample- -usually as a certainty 
lender, but sometimes as a noncertainty lender-- it returned one question- - 
naire f or -^the .entire bank. There i^ no p:5;0blem in treating the certainty 
Bank of America branches as one lender. However, if t^Iie noncer-tainty" ^ 
branches had been properly 6^cluded, additional noncerts^inty lenders may 
well have- beeri included in the sample. In'^y event, it^would have re- 
sulted in a different selection of nqncS^±ntyT[en^^ We have 'chosen to 
use the originjal weights ,^ ignoring the very flight adjustments that. could 
be made taj;ef leeT'theJ f act that several certainty lenders are "representa- 
tiveV of a set of borrowers slightly iqrger th^ their own..;, 

sWlar procedures using the inverse di^dieir probability of selection^ 
were us^ so borrower responses would be. weighted to produce accurate esti- 
m^tes of^liQtgls for^ borirow grs_.dn "the program. \ 

RI^P'RESENTATIVENESS OF THE LeTOER ^URVEY OF BORROreR DATA 

fn previous sections, the sampling plan and prq^cedures \^fere discussed. 
Briefly; the borrower sample was 'Stratified by. lender type *and lender ZIP 
CcSte, and borrowers, were selected in a systematic fashion us^ing a random , 
star^ technique. While the sample diaractetistics were conpared Witji other 
source^^o establish their representativeness, the possible effects of non- 
respcmse ai^^^ a separate question. In this section,- the problems that arose 



because of the relationships between^ the lender respons^rate and inportant 
program variables will ^^iscussed. Rjespondents and nonrespondents will 
also be compared to examine the nature and strength of differences b(&tween • 
them. ' ' ' 

V\e variables used in this, Section come from the files of OE and provide 
unbiased classifications with respect to response/nonresponse. Although the 
data defined by these classifications are known to have significant error 
rate^, there is no reason to believe that the, errors are related to the fe- 
sponse/nonresponse division. Therefore, no systematic errors should be ip- 
troduced into the ^eross- tabulations . 

riie soiirce of information abc^yt sam^:ile^ borrowers came from lenders. 
'Hiis survey has a minimal nonresponse problem because the 60-percent response 
rate for lender- supplied data^ about borrowers was relatively high and be 
cai:ase the self-interest motive does not impact upon the socioeconomijb pro- 
file of the ffesmndents as it would in a direct borrower survey. Ndvertheless 
it was felt th/t some consideration should be given to possible biases. 
No substantia/ sources pf nonrepresentativen ess were di^overed when the 
respondents Jere .contrasted with the sample aloi^ the dimensions of sex, 
race, loan, /tatus / school control, program typ^, and school^ size. 

One no/able difference, however, was that defaulters were slightly over- 
represented, accouiiting for 10.2 percent of the responses, while cSmposing 
only 8. 2. percent of the sample. Table 3 show^ the coittplete distribution of ' 
loan statuses. The table also displays the appropriate weight adjustment. 
Almbst no other differences ?were as large as 2 percent; the ^ largest'^wete''.^ 
observed in the vocational category of %\-\e program type variable (25.9 percent 
vs. 23.5 percent), Table '4. The percentage difference is very small* and / 
cannot be expected to impact significantly on the study's fifidings. 

the defaulter adjustment will be us^d throughout^feherdeiflulter analysis; 
it will allow the reader to interpret the following tables is providing' • . 
estimates of the characteristics of the population, in repayment" and in the' 
GSLS II files as -of December 1973. The important point here is that com- * 
pensating for bias by making the respondents "look" like the GSLS files allows 
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'Table' 3 . ' 
CONTINGENCY TABLE FOR RESPONDENT/NONRESPONDENT BY LOAN STATUS 

(percent) 



Bo^nrower 






Status 


Respondents 


- Universe 


ueatn 


0.1 


0.1 


Disability 




0.1 


Baiikruptcy 


^ Ovl 


O.f 


Default 


10.2 


a.2. 


Irv Repayment 


23.2 


19.7^ - 


Paid in Full 


12.3 


14.2' • 


Withdrawn 


23.1 


27.5 


Graduate 


30.1 


- 29.8 


Unknown 


0.7 


/ 0.5' 



Adjustment --defaulters: u.78 

nondefaulters; 1,00* ^ 

. TaJ)le 4 

CONTINGENCY TABLE FOR RESPONDENT/NONRESPONDENT BY PROGRAM TYPE 

(pe^>^:ent) 



Program type^ 

— ^ 


Nonre^pondents 


' Total 


College and 
University 

^ -i ^ 


68.9 


65.2 


Junior College 
and Institute 


8.6-^ 


8.6 


Specialiized^ 
and Vocatidnal 


1 

23.5 

/ 1 


' * — ^: 

25.9 



4,903 responden^^ cases 
7,800 total pases 



inference 4bout the' files, but not necessarily about the 'true repayment 
population. Specifically, adjusting the respondent defgiult rate to-.t^"^; , 
file default ^fte, when the actual default rate is probably much higher-, 
cannot be said to truly compensate for this biasv Therefore, when default 
is examined, the percentages of deffulters with ^ giv;en characteristic will 
be estimated and the ratio of default .rates will be 'considered, but not the 
absolute' percentage ^of a particular group who are defaulters ^ 

No attempt will be made to estimate the precision of the- estimates; hoH-* 
ever,' each table will show^ the underlying number of resppnses in feach rele- 
vant subpppulation. A reasonable measure of precision is (under the assgmp- 
tiour that the characteristic/is approximately ^binomial) : • 
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Stanc^rd Error 



OTj since P (l-P):^^ 



^tandatd- Error = 



L2 Cases J 



1/2 



See^Figure L. ' For quant ittfative variables/ the usual samjDle standard de- 
viation will sotnetimes be displayed. . « . 



0^ 



I4 l#iile'it isr assumfd that ^he central GSLP files include uli loans„J 
guaranteed; inaccuracies in certa-in class:^cation data for^some loans (such 
ais default/repayment status) will contribute to differences 'in defining the 
^popillatioh of Interest for this study; i.e., th^,. borrowers in repayment.; 
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. SURVEY RESULTS . -v a 

' - ' , ■ ' s " 

AInIALYSIS apprdaeh ' ^ ^ > ^ 

Tliis chapter pree^nts .and discusses the results of the survey o£ lender 
policies, procedures, and probleins. As discus s^ed in Chapter 2, the study 
design included a comprehensive questionnaire sent to a stratified, system- ^ 
atic sample of 784 eligible. GSLP lenders^ Although a separate chapter sum- 
marizes the results of the site visits to approximately 40 'lenders, this 
chapter draws! upon that information and experience when it can help, interprel: 
or explain the data from the mail survey. Data from Part 11 of the lender 
survey about specific borrox>rers in the RiMC s^le are discussed in the 
final section of this chapter. " * . 

Almost all the subjects covered by the ^questions are* discussed in this 
chapter under the assun5)tion that it* is important to examine al^ available 
infonpation- that, might help^in understanding the behavior and attitudes of 
GSLP lending institutions. ' ^ ^ 

There are two approaches to examining the data from the lender survey. 
A meaningful argument can be made for*each, depending on the type'of issue 
being examined or the t!ype of decision -maker involved. The two approaches 
^ are to tabulate (or weiglit) the survey answers considering (1) each lender 
equally, Or (2) the proportionate level o^ activity *^ach lender has in GSLP, 

The first approach assumes each lender V^rticipating in GSLP is/of 
eqiual interest to OE. In one sense, each lender that is' unhappy,/<H- 
complains to its Congressman cannot be ignored,. However, is a wide 

range of lender sizes and OE should probably be more concerned if one or 
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more lar^e lenders had serious problems or dropped out of GSLP. . Th^us the 
^ second approach would.explicitly^take into account the impact of each lend- 
er respondent on the loan program by weighting its responses by its relative 
loan volume. In other words, instead of listening to each lender voice ' ' 

equally, each lender is considered to be speaking for the whole number of 
GSLP borrowers it represents. In th? lender analysis and presentation that 
follow,. RMC has taken this latter approach in most cases. Each lender res- , ,1 
ponse has been represented in the tabulation by its number of borrowers in - 
. repayment ; . this use is consistent with the defined interest of Vms study ' 
in the processes of repayment^ and de^ult. (An, alternative \^ould have been 
to use total dollars, invested in GSLP as a measure of a lender size, but an " " 
-extremely close correlation, exists between the two measures 'in any case.) 
. The end result is tabulations of total borrowers correspo^lding to a parti- • 
cular answer; appropriate inflations have been included for differential 
sampling proportions for lenders and*for the. size of the lender in the pro- 
gram. 'Estimates of population totals are not of concern sincfe the analysis ' 
is in tepis of proportions.. Nonresponse adjustments were not judged neces- 
sary because the iendet response rate was sufficiently high (about 70 percent) 
and since only proportions and ratios 'were needed for the analysis'. 
^ The analysis of the leridfr survey requires examining the mass'' of lender 

data from a variety of point! 'of view, . In fact, choosing the particular" 
dimensions from among the many available that might provide 'insights into ' ' " 
lender behavior or effects is an important task. RMC first ex^ned 
(i.e., disaggregated) lender responses along several dimensions to see ^ 
'which ones were' useful in explaining or understanding lending behavior. 
The criteria focused upon variables that had a log!i.cal or ■theoretical basi^ 
for affecting lender activities and that served to differentiate reiati^- 
ships in the actual survey data. The several variables that best suited 
, „ , thp purpose h^e been used for further analysis and are brought into the 



1. Borrowers in repayment include all those who eyer reached the point of 
becoming obligated for repayment, whether they actually repaid, .defaulted, or 
are still repaying. This value was calculated from the OE GSLP master file 
(dated January 1, 1974) and is therefore consistent with the data and' criteria 
used for selection of the lender sample. This source was considered "prefer- 
able for weighting because it provided consistent data for all lenders. 
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subsequent discussions of this chapter wherever they contribute to identifying 
or explaininj^. relationships. For example, the level of activity of a lender 
in GSLP varies greatly ^d almost all subsequent analyses separately con- . 
sider the effect of thi^ explanatory variable Cmeasijred by number of bor- 
rowers in repayment) . Geographic location of the lender was sepai^ately used 
for cross- tabulations and is discussed in several places viiere it had a 
meaningful effect. For this study, geographical location was measured -by 
theaO ZIP Code national areas (identified by the first digit of the five- 
digit ZIP Code), -the typ.e of lending institutions (i.e., cqmmercial banks, 

ZIP CODE NATIONAL AREAS 
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Credit ixhions, etc.) was separately tabulated for most survey questions., but 
it was judged useful in only a small number of areas of investigation (part^) 
because about 70 percent of GSLP loans are handled by one type--ijational and 
state commercial banks). In addition, other research has shown commercial 
lender type to be of li\ttle use in., explaining; GSLP default. 

Consideration was '^iten to looking separately\t GSLP loans insured di- 
rectly by»the federal government and loans insured by state gii^antee 
agencies. However, examination of state agency programs ^^ea|.^d^ such a 
-wide variety of program rfiffei'ences that it -is not logical t(i accept state 
agencies as a group to be a meaningful unit of analysis. Th^ number of 
sample lenders in a given state is not large enough to do sepiarate analysis 
on that basis. . . ' 



RESPONSE PATTERN OF LENDERS j 

The overall response pattern of * GSLP lehders in the RMC |ample\wis very 
good. By the tojne tl^e survey cut-off was applied, 512 complited 'responses 
had been received by \m:. In addition, these responses included another 41 
sample lenders that w^re subs^/diary to other sample lenders or had been • 
Otherwise cotisolidated* Since their financial data, were consolidated and 
lender policies/mana^gement Were common for each of these parent -subsidiary 
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ccMbinations, it seemed appropriate to use their responses in the consoli- 
dated 'form.''" This prpbl'em o£ consolidation among lenders wa3 recognized 
during the stu(iy., design ^^since the GSLP master file used for sampling pro- 
vided no way of identifying sudi dependent status^ The decision was made 
|:d treat ^s separate reporting units all sample lenders who^e responses 
showed them to be separate decision-making units. 

Includiiig these consolidated lenders, a total of 553 lender'k of the 
sample of 784 are accounted for by the final data, for a^gross response 
rate of 70.5 percent. This response rate compares very well with rates ob- 
tjained from other lender^ surveys with which we are familiar. RMC was^told 
informally that the American Banking Association (ABA) questionnaires toN 
its commercial bank members often obtained 'about a 50 percoit response rat^ 
In, addition, many of the regular or special requests to GSLP lenders for 
information sent out by the GSL program offitje produced response rates much 
lower than 70 percent. • \ 

With a response rate-on the order of 70 percent, RMC believes anjyj bias ' 
from nonresponse is likely to.be small and l?iave little, if any, effec!t,.oa- 
conclusions drawji from the analysis of^the data. Therefore, no attempt Has 
been made to adjust the lender data foij nor^responsec. However, one^.area of 
difterentiaj response that might be expiected (and could be examined) 'i^^ by 
leilder size! Table 82 presents the" res|ilts of that examination. ^It is.i 
seen that larger lenders (as measured by GSLP borrowers in, repayment) re;- 
sponded at a| somewhat- higher ra^e than small lenders. ' This effect is. prob-* 
Bjbly a combi]|i^^:ibn of (1) the tendency of small lenders not taking the time 
to complete the survey fonn (scftne said they did not have the time or the 
manpower available) , and (2) during the telephone follow-up tp- ndn res ponding, 
lenders, RMC 'concentrated on t^he larger, lenders to have as many GSLP bor- 
rowers represented as possible. As result, ,if any nonresponse bias exists it 
would be toward over- representation o!^ larger lenders (only if their re- 
sponses are djiffereht from other lenders). In most of the analysis in 
this chapter,' lender responses are examined separately by lender size to 
ensure the ability to isolate any possible bias. 



1'. Alternatively, it could be considered that those 41 lenders should 
not have been identified separately in the universe (or in the s^mpl6) , re- 
ducing the effective sample size to 743. - \ 
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Table 5 V 

LENDER RESPONSE RATE' bV LENDER SIZE ; 



Lender Size 
(borrowers in . 
repayment') 


Sample 
Lenders 


Responding 
: Lenders 


Response 

Rate 
(percent) 


0-100 


210 


127 


60 


100-199 


121- 


76 


63 


200-299 


68 


48 


71 


300-499 


96 


' 65 


68 


500-999 


97 


71 


73 


1,000-1,999 


84 ; 


'69 


82 


2,000-2,999 


25 


18 


72 1 


3,000-3,999 


9 


8 


89 \ , 


4,000-4,999 


lio 


9 ' 


90 ; 


5,000 and 0¥eT 


23 


21 


91 ' 


Total 


743^ 


512^ 


69 . 
1 ' M 



a. Not listed separately are 41 lenders in the original sampi^e 
that were reported to be consolidated or merged with other 
lenders in the sample. Data covering those lenders are in- 
cluded in other lender responses. 
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' The. response rates above are ba,sed upon unweighted data that consider 
\each lender equally, irrespective o£ Its size or probability o£ sample se~ 
lection. The discussion o£ survey results in subsequent sections is based- 
onxiata that were normalized >to reflect the fact that certain sized lenders 
were\elected with greatei:, probability. Mter adjusting for sampling 'ratios, 
the responding lenders represent 1,112,000 borrowers , which i^s 71 percent o£ 
the totalNL,564^343 borrowers known to be in the repayment universe at the 
time of the\ample selection. Even though this survey can only technically 
make assumptions about the remaining nonresponding group, RMC believes that' 
conclusions and recx)ninendations based upon the lender experience , with over 
1.1 million GSLP bor^xjwers ought to be on fairly solid ground. 

LENDER PARTICIPATION IN G§LP 

The, level and trends in rh^ participation of eligible lenders in the 
Guaranteed Student Loan Prograirt^^a significant question fqr the Office of . 
Education. Without the avaiIabalit)Nof investment funds from lenders, there 
would be no loan program. The $uccess of the program is directly dependent 
on such participation, but it is basically voluntary on the part of the 
lenders. Except for persuasion and exhortation, OE cannot force the lenders 
to commit funds to this pi'ogram. It is hoped that some combination of the 
ability to obtain interest on funds loaned aid service to the , community and 
to lender customers will motivate lenders to commit funds to the program. 
During 1973 and 1974, the level of participation by lenders started to de- 
cline and the Office of Education was> concerned that lenders would eliminate 
or decrease their dollar participation. As a result, this subject became 
one area of focus for. the current survey to lender?.' 

' Especially during the past two years, it is likely that there has been 
an interaction of many factors ^fpcting lenders' motivation to commit funds. 
During part of this period, modification to the federal legislation insti- 
tuted a needs analysis, as a Criterion for determining the amount of lokn 
, funds an individual student needed^and could be loaned. In addition to ^ 
creating a somewhat confusing situation about the amount of guaranteed loan 
funds a student could be provided, this requirement tended to reduce ^ the ^ 
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1. RMC did not collect data nor conduct analysis on the effect of this 
needs analysis requirement' since its recent introdiiction date ' prevented its 
having much impact on the areas of default and repayment, ^hich were the main 
areas of the study. ^ ' . . 
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average size of loans. Another important i^actor that operated during this 
period was^ the unusually high commercial interest rates (which inplied a 
high cost for funds obtained by lending institutions) . National economic 
conditions remained unsettled and uncertain during this period as well. 

It is important to recognize that lenders answered the questions to 
this survey djiring the third quarter of 1974 [and in the fourth quarter for 
slow respondents). As a result, their answers to some questions might 
have been different at an earlier or later period. In fact, the site visits 
at lenders during the fourth quarter of 1974 and the first quarter of 1975 
revealed signs of increasing interest in GSLP investments, proba||)ly moti- 
vated by the declining commercial interest rates and slowing demand for 
business loans (which constitute alternative investinent opportunities) . 
One section of the RMC lender survey asked lenders what inportance 



; their institutions attached to various reasons for continuing .particiflation in 
GSLP. Table 6 presents the results of the lender repli.es. Lenders identity 
three reasons as very unim portant in their decisions to participate in the 
GSLP. The most interesting of these is the profitability of the loan. In 
other words, even though almost all of the participating lenders are in 
business to make an overall profit, by far the bulk of the respondents s^id 
this reason was either not important or only som^at inportant in governing 
their participation. This factor ranjced fourth out of six factors identified. 
In one sense, the intensity of this reply is/ surprising, particularly given 
the stit)ng tendency among t^tf^enders intefviewed during our site visits to 
be concerned about the low profitability and Aigh cost of operating the 
GSLP.l Admittedly, there may be a factor here of lenders warifing to maintain 
V good image; i.e., ^being known as service-priented rather than profit- 
oriented, espec^^lly concerning goverriment- guaranteed loans for educational 
purposes. This question coyld also have been interpreted by lenders to refer 
only to the sittiations v^ere profits were positive; i.e., income exceeded 
cost. During oU^ site visit interviews , it was coimonly expressed that the 
lender would be satisfied if the program at least broke ev:en (recovered the 
lender' s ^cost of operation, including^ the cost of money) and. that a positive 
profit in excess o£ this was not really needed to justify participation. , In 
the same breath, however, the lenders added that they could not r^^ly justify 
accepting significant losses to remain in the program, gven recognizing 
these qualificatjions, it appears significant that^the bulk of the lenders 

■ ^ ' 49 ■ . \ 



ERIC 



/ 



03 



C 
O 



U-1 



y 8 

O 



o 

2: 



4-) 

03 



o 



CO 



g 



XJ 



03 

I 

g 

w 

03 

J 



o 

r-l 
(U 

O 



•H 
O 

a 

CD 



CM 



(A 

X 
(U 

O 



to 



I' 



i 



5 



03 
O 

a 
o 

to 

B 

03 



o 

CNI 



03 



VP 
CM 



o 



2i 



55 ^ 



5^ . t/i 



cr a 



CD 



u 



ERIC 



50 

36 



claimed in a formal questionnaire that the p/rofitability of the loans was 
not a very inpbrtant factor ih their GSLP investment decisions. , 

At the^ same time, however, a strong lack of importance was att^ached to 
the federal goveninent's request or encouragement for GSLP' participation. 
Tho federal leverage here is admittedly linjited. This statement on the 
.part of the lender indicates that incenbives and technicar assistance may 
be more important in obtaining le^nder commitments 'than a mass of rhetoric 
appealing to their support of public policy and federal goals. 

The third . unimportknt area involved service to clients of an. af f i,liated 
educational. institution (which rated ^as extremely unimportant in the lenders* ' 
view). This, area was investigated partly because of claims that, close 'ties 
between' educational institutions (particularly vocational-oriented) and 
lenders had led, or could lead, to abuses* of GSLP^ Our site visits to a ■ 
few of these school lenders indicated this factor had an extremely important 
effect for some particular institutions. It may well be that this factor 
was very important for; the small number of institutions affected, but highly 
unijTiportant for the large number of institutions not affected. In answer 
to a separate question, 13.5 percent of the lenders surveyed stated that they 
did have an association with a particular educajp^pnal institution suc^ that 
many or air-of the school students received their GSLP loans through that 
institution. (In only 19 percent of these casest the lenders and schools were 
both affiliates of a common parent company; the rest of the lenders conducte'd 
a large amount of school banking activities.) - 

The reasons having the highest positive impaet on lender participation in 
the program was clearly service to family members of existing customers and 
general assistangie to the community in assisting educational attendance and 
financing . Of course, both of these are key elements in the lender's claim to 
serving the community. Our site visits found many institutions where access 
to GSLP loans was restricted to present customers of the lenders or their family 
members. Tliis was verified by the fact that, in a separate question, 61 ^r- 
cent of the lender? this survey indicated they alWay^^ determined whetherX 
the applicant or his ^family was a current customer when they processed the 
original GSLP loan application. In some cases, the lenders used' their cus to- . . 
mer requirement as a way of rationing t^e availability of limited GSLP loan 
funds. It also reflects the lender's view of the objective of the program. 

Access to potential future customers was listed an important reason, 
but at a much lower level of intensity. This, of course, is related to the 
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business interests o£ the institution in that granting a GSLP loain would^^^ 
theoretically ^reat^ future economic benefits by 'bi^ng^ing in customers for 
other lending activities. ' 

The righthand column in Table 6^ ranks the reasons for lender participa- 
tion based on the lenders' identification of the two most iihportan€^ factors 
fpf* their institutions. The rank shown is based on the combined effeQt of 
the factor b^ing either first or second. The rank or4er of importance is • 
consistent with the previous discussions of the facfors considered orj ^n 
individual? basis: ' serVice to the community gnd customers rank as most 
important, with federal government request and service to affiliated in- 
stitutions as the lowest."'' 

In later questions, RMC asked if there were conditions that would en- 
courage the lender to substantially increase the level of its current finan- 
cial participation in the GSLP. Over 70 percent of these lenders answered 
no tq this question. This 70 percent represents 52 percent of the borrowers 
in repayment, thus indicating that small GSLP lenders are even -more Reluctant 
to increase their participation than large lenders. The question gave ex- 
aiTiples of such changes as operating procedures of GSLP, the money market, in- ^ 
terest rates of GSLP loans, or terms of repayment. Tlie fact that changes in 
anv/'of these conditions would not encourage -70 percent of the lenders partici- 
parting in the program to increase their current level should be very signifi- 
/cant to the Office of Education if it attempts to prevent declines in total 
dollar participation or to increase that total. . 

Table 7 presents the results of RiMC's question ^concerning short-range . 
expectations of the lenders with regax'd to GSLP. It is seen that only a 
small percent of lenders expect to ce^e lending under the program. This 
information is important because at one time there was strong concern abo^t 
lenders dropping out- -even to the point* of threats by $ome lenders to carry 
out this action. In the same vein, lenders representing only 12 percent of 
•the GSLP borrowers plan to significantly reduce their current level of lending. 
Most lenders (49 percent) plan to continiue their present level or state 



1. The rank order of these factors was essentially the same when re- 
sponses were weighted equally by lenders or by their GSLP volume, thus indi- 
catirtg lender reasons for participating were not materially affected by 
size. The only major difference involved an interchange of the first and 
' second ranked factors. Small lenders tended' to evaluate service to existing 
customers higher and large lenders evaluated general assistance' to the com- 
munity higher. 
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Table 7 

ISNDBR GSLP PARETIC IPATION' EXPECTATIONS 



Lender, Short- ternQExpectatiqns 
' for GSLP Participation^'^ 


Percent^ 


Plan to cease new lending 


-^^ 

• 


Plan to reduce lending 10 p)ercent 
or more 


12 


Plan to continue present level 
(plus or minus 10 percent) 




Plan to increase lending 10 percent 
' or more 


6 


Participation will depend on 
customer demand 


23 



a. Lenc%r, responses have been weighted by borrowers 
' in repayment . , ^ 

b. Lender nonresponse on this question was only 1.5. 
percent. 

c. Above items do not add to 100 percent because o£ 
respondent use of "other" category to reflect a 
variety of miscellaneous expectations. 




that their participation level depends' directly on customer demand (23 per- 
cent) . At the same time, only 6 percent \>f the lenders have plans to signifi- 
cantly increase their level of . lending. ' i^resuraably, this short-term expecta- 
tion situation should reflect possible im|iacts oh the total GSL program 
since these data have be^n weighted based jdn the number of borrowers in re- 
payment and almost all samplfe respondent? 'answered this question. The dis-. 
tribution of lender expectations reflects |^he lenders' intentions at the 
time of the survey (which was a time of a Very tight money markfet) during 
which lenders were likely to have reassessed their policies. All in^all, 
the stated lender expectations, indicate a viaBle situation concerning the 
availability of loan funds. It would appear that expectations leading to 
declines in participation would be even le^s under better and more stable 
national economic cr iditions. ' * 

Table 8 sun^ar j ::es the irnder critici fe that jiscourage GSLP invest- 

— — " — r^^ 

ment. The survey asked the lender to evaltjate various lactors that might 
discourage it from continuing or increasingj participation.. The relative 
intportance^of these various lender- dis incenjtives is obtained from a ques- 
tion that asked th?, lender to Sj)ecify the tjwo most important disincen- 
tives. The righthand column in^Tfable 8 presents the combined rank based 
on the factors that werei identified as eithier first or second 1 • "Low in- 
terest rates conpared to competing uses of ^unds" was clearly the most im- 
portant disincentive to lenders. This is ndt surprising at all ^d warrants 
no further investigation. While-seven otherl criticisms are evaluated about ^ 
the same (very important), two factors are rated unimportant: the high 
cost of processing payments is only /'somewhat; important'^ and other student 
assistance programs are strongly "not importaht." v/ 

The secoijd. ranked criticism is "governmen|t delays in paying claims 
against defaulters." The larger lenders rank)ed this factor high, as a dis- 
incentive. In f^ct, this factor shifted froj ranking sixth when lenders were 
weighted equally to ranking secomi when w^i gifted by borrowers in repayment. 
When examining this, variable by lender size categories, IM] found that ' 
lenders representing over 78 percent of the borrowers in the largest banks 
(over 5;00'0 borrowers "in repayment) rated this factor 'V^ry important/' 
The larger (kSLP lenders must have been more intensely affected. by cldim de- , 
lavs in the recent past. 



54 

•40 



4-> -P 

^ Q 



1° 



4^ 



o 

•H 

• H 

u 

CD 



^-1 

O 

CD 

S 

6/5 

•H 

CD 

o 

03 



O 
O 

CD 

Jh 
CD 
4-> 



00 



i 

r 



4-) 

o 

4-) 

I 



CD 
03 

•H 
03 

1-H 
O 

4-) 



cn 



cn 



o 



CD 



LO 



r4 



<i2 



03 

a 

a 

CD 
O 

o 
a 

m 
o 

u 

-a 

•H 



(N3 



O 



4-> 

o 
u 



eg 
o 

4-) 



VO 



00 



(N3 



1^. 



LO 



:3 
o 

• H 

m 



00 



(N3 



LO 
LO 



vO 



oa 



CN3 
CN3 



3^ 



00 



LO 



CD 



J3 

CD 

4-) 

W < 
•H 

to 
03 

4-) 

I 
I 

(/) 



' O 4-) 

CD . H 
O CD 



fi: vo 



03 



ERIC 



41. 

55 



This relative concern of the lenders should be of use to ^le^iSfP /^^'v^ 
in its dealings with lenders- as well £ts those ^-pl^nners Cj^ncemn^d with changes > 
in the legislation and program guidelines. These factors reflect the self- 
interest of the lenders, Sut at .the same time identify the/S[^as of possible 
improyement that are likely to have significant impacts /n the participation 
levels of lenders. There^ are, of course, j^^s to ^Jie^ederal government 
for improvements' in some of these' areas (s-uch ^s high interest rates) against 
which contemplated changes .must be compared. ^ . ^ • . "^s - 

RMC also asked an open-ended , quest ion Df the lenders to identify \\ 
^conditions that would encoqr age increased GSLF participation . The various 
sugges'tions of the lenders in response to this question were coded and 
categorized by RMG and the, results are presented in Table 9. X t6tal of 
-3,102, separate -suggestions were identified from approximately 30 percent of 
the lenders who admitted , their ,coiiinitment of loan funds could be increased 



under certairf conditions. ; The l^ulk of these suggestions "for phanges related v 
in one way. oi; another to th^^ economic return to the lender, /increased interest 



rates were the .most common, fdllowfed by redyped administrative costs, re- 
dticed cost of borrowed money ^and shprter repayment periods. V All but one of."" 
these factors are potentially under the control .6f the Office ©f Education 
or Congress.' The" fluctuatirig^'T^tte'of interest in the money market (the cost 
of money to the lehdey) 'ofs determjned by a conbinationi of market conditions. 
The types and frpqliencies of these suggestions are consistent with the inter- 
;View with lenders during site visits, although, of course,- -site visits did 
nc>t necessarily inglude ^a r^resentative sample of lenders.. 

Tabl^ 9 ^Iso presents "the percentage distribution of^he suggest ipns 
ofl'ered^ weighted both by lenders equally knd by^bpfrowers in repayment. The 
relative rank of ^the categories is essentiallv^e same und^ both w^ghting 
approaches^ except for two cases (both of whioi deal with low- frequency itertis) 
Wnen the lax^e GSLP lender suggestions ate given weight proportional to the 
borrower^ tliey represent, increasing the special allowance becomes much more 
desired (and increasing interest rates less, desiredj . ^Similarly,' establishing 
\ GSLP'central adnainistrative agency that woiild .process loan records, pursue 
collection, and trace missing borrowers for the lenders becomes far less de- ^ 
sired when the large lenders carry more weight. ' Clearly,, the larger lenders 
prefer incremental chaaag^^ in the special allowabce to regular interest rates. 
Moreover, tHey p-robably see no need fof a, central agency to handle GSLP- ad- 
ministration because their size already benefits from > economies of scale., 



. , Jable 9 

'LH€)ER SUGGESTIONS OF CO^DITIO:NS THAT WOULD 
ENCOURAGE INCREASED GSLP LOAN FUND^ 



Category of* Change 

■ — ^ • a . — . 


Number of 
Suggestions 
Offered 


Percent of 
• Total Suggestions 


When 
Lenders 
Weighted 
/ Equally 


When. 
Weighted by 
Borrowers in 
Repayment 


lictniini St native costs . ^ 


508, y 


17 


18 


Interest rates . ^ . 


' — T~ 


43 , 


% . 35 


Cost 'of money" 
— . . ' ••' i^^—^ 


- 4 6 |^' 


15 


1 7 


Shorter repayment periods 


310 


10 

* 


10 


Incre^ase special allowance in lieu of 
higher interest 


; 37 ■ 


1 


6 


■ ^ : -yz. — ' 

'More prompt attention to default clkims / 

: , , . . . 


/ 136 ' 


• 4 


4 


Establish central agency, to handle^.* 
administration 


1 125 


^ ,. 1 • 


> * 


100 perci: 
principa 


snt guarantee of interest and 




1 


1 


It Miscella 


leous ^ 


V \ ; 

166 

4 ^ 


5 


9 * 


\ ' 


\^ Total 


.3,102 . 


100 


10;0 



a. Supposedly suggested by lenders in s'tat^s where state 
do not alreactyv provide a 100 percent guarantee. 



guarantee agents 



5 7 
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RMC asked lenders to explain the reascans^ that prompted their expected 
changes of 10 percent or more (increase or decrease) in GSLP loan investment. 
Table 10 summarizes the types and distributibn o£ over 1,500 reasons that were 

, 'provided (of course, many lender? indicated more than one).. Even though only 
about ,^8^ percent of the ^ lenders had reason to answer this question, RMC is 
prov^iding a full description of the results under tl^e assumption that the 
Office of Education will find this background useful in its planning ai^d ^ 
operations with lenders. The answers provided by lenders to this open-ended 
question were coded and categorized by RMC for presentation in Table 10. ' 
. ' Of the reasons given for expected decreases in participation, the bulk 

' relate to economic motivations; i.e., interest rates are not high enough, 
administratiye costs are too high, and the cost of funds'is too high. The 
fact that high default rate was frequently cited may~t>e surprising since 
theoretically no losses occur in GSLP from this cause. / However, some 'circum- 
stances led to losses of interest income before defaulK claims are paid, and 
in addition there may be a psychological public relation^ effect wh^n the 
default y^te becomes very high. The time period necessary fot* the maintenance 
of GSLP Records was cited, but it constituted only a small percen| of the 
total reasons given. . During our lender site visits, this reason (and the 
associated complaint of excessive government paper work requirements) was • 
often mentioned as a discouraging' factor. The more complete picture repre- 
sented by Table 10 apparently shows that time is of far less concent than the 
economic- related areas in leading to behavior changes by lenders. The tabu- 
lations of Table 10 show the frequency distribution of reasons when (1) lenders 
'are weighted equally, and (2) when weighted by their GSLP devel of 'activity. 
The shifts* between these two approadies show that large lenders are much more 
'concerned about high administrative costs, high default rates, and high cost 
of funds than the smaller lenders; correspondingly, they are far less in- 
terested in high interest rates and record maintenance requirements. 

Three reasons were given foi^ expected increases in GSLP participation ,, 
although the frequency of mention was not high. Some lenSiers expected 
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' /Table 10 

•^;lender justification for expected Changes 
i > " in gslp^lqan invesbdent-^ 







Percent*^ of 
Total Reasons 


Keasons ror cxpecueu Lnange 


Nuriber of 
Reasons ^ 
Offered 


V When 
Yenders 
Weightea 
Equally 


When 
Weighted by 

Borrowers 
in Repayment 


EXPECTED DECREASE: 


i 




V 


Interest rates . 


392 ^' 


« 25 


11 / 


Administrative costs 


1 7fi 


11 


20 


High default rate 


86" - 


■ 6 ' 


16 , 


Cost of funds 


77 ' 


5 


20 


Time pei;iod necessary for 
matntenajmce 


63 


4 


2 


Government TTiethods of 
repayment 


36 


4 ' 


4 


Availability of funds 


34 


: 4 ' 


3 


EXPECTED INCREASE: , * 






- . 


If Sallie ^4ge used 


151 


10 ' 


• 


Increased demand ' 


' 93 


6 


5._ 


Community relationships 


93 


6 


■ 1 ■ 


MISCELLANEOUS: ^ ' 


' 29.1 


19 


14 


Total 


1,532 


100 


100 



a^. Expected changes of 10 percent or more. 
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increases if^'SalUe Mae (Federal Student I^oan^und) was used. The other two 
reasons given for increases are increased demands for loans and coittnunity re-" 
lat^ionships—both of which are affected in very limited ways by OE policy de- 
cisions. . ' . /. 

RMC attempted to obtain measures 'of lender behavior by asking about the 
lenders' views on how the GSLP should be operated to 'constitute a sound edu- 
cational loan program. They were specifically- asked how important they con- 
sideredyeach of the listed factors' iji approving GSLP loans/ Table -11 sum- 
marizes the lender views on these desirable borrower characteristics. Pre- 
sumably the same preferences would be applied the lender whenev^f it has 
a choice or a more subtle opportunity to influence outcomes. Several factory 
are rated v^ry ^important. The two highest are that the applicattt should not 
have many other debts and that the applicant should not receive a subsidized 
loan greater than the school-certified financial need. Although the lender 

4 

inay be concerned with what is best for the borrower (i.e,^ that he not be 
eventually overburdened with personal debts) , this facfQr also reflects the 
"banker's" conceioi*^ f or an ability to repay even though the loan is guaranteed. 
Consistent with tW is a relatively high belief that the applic^mt 's f inan- ' 
cial situation should indicate a low^probability of default. Given the ob- 
-jectives of tjie GSLP and the government guarantee against default, it is in- 
teresting thajt the lender should be so concerned about this point. 

Another very highly related category was that the applicant oi^ his family 
should be a customer of the lending institution. This apparently reflects 
the lenders* conception of GSLP as a v^hitle to-^ulfill the needs of thW 
customers. At the same time, of course; limiting loans to .customers be 
used as a method for limiting total GSLP^ investment when that is desired, 



1. Since the potential use of Salli^ Mae may be of interest to i)E. plan- 
ners, RMC examined the distribution of this reason in more, detail- 'in terms 
of geographical location, about 40 percent>were groupedr--dirZTPl]ode Area 4 
(North Central), 20 percentvin ZIP Code Area *J::;;;^^ew^ England), and 10 percent 
in ZIP Co^ Area UXfe^^ri^^S^^^ial,_ZIP^ Area 2 (Middle Atlantic) , 
ZIP^:ode Area 8 O'^^tF^^mh^^,^^ t Coast). In terms 

of lender size, far more of the lendersniaAnjig'~smaii^ of GSLP bor- 

rowers gave Sallie^ Mae as reason for expected increase than did larger lenders 
This effect is also shown in Table 10, where 10 percent of thB lenders gave 
Sallie'Mae as a reason, but this accounted for only 4 percent of total GSLP 
boVrowers' in repayr^nt', Ataost all the Sallie Mae citation^ wer^ given by 
' commercial banks rfthel\ than other lender types, but 1:his is mt unexp^dsted 
silica such^J^nders constitute a high percentage of the GSLP loans. It must 
be remembered in interpreting these Sallie Mae breakdowns that the total 
number >of citationVwas relatively small. ^ \ 



such as when interest rate conditions mean lower lender profitability for 
GSLP lo'ans. All these above elements are consistent with information provided 
by lenders to other questions in this survey and< comments received during the ' 
i the site visit interviews. r 

\ Several other factors listed in Table 11 are seen as primarily unimportant 
□y the lender. One interesting factor is an apparent lack of concern for 
the applicant being other than a first-year student. In other words, loans 
are granted independently of the student* s status within a school program. 
About one-sixth of the lenders interviewed during the site visits had such 
restrictions; they felt these res^ictions kept their default rates down. 
This requirement is also an effective way of limiting demand for new GSLP 
loans when- the lending institutions want to achieve that objective.^ Such 
.a restriction also effectively prohibits loans tQ most vocational school 
students, ^4any lending institutions interviewed expressed the belief that 
lower risks of nonrepayment or financial difficulty for the borrower existed 
if the borrower had already completed at least one year of school. While it 
is true that a higher percentage of first-year students default, it remains 
a value judgment whether this should be an eligibility criterion. 

Lenders sirtiilarily believe it is not important that the applicant be 
attending a degree -granting institution, as opposed to a vocational -training 
institute. During our site visits, many lenders expressed preferences for 
avoiding the vocational training segment in the belief (justified by facts) 
that the default rate for this group was considerably higher. Other lenders 
felt that, since Congress defines the vocational school students as fully . 
eligible borrowers, this means the government is willing to fully underwrite 
the resulting default situation. Therefore, most lenders go along with the 
vocational school eligibility. 

Almofet all lenders do not believe that minority groups should be favored 
over others. While it would be illegal' to discriminate by race in. the ^ 
awarding of these loans, there also appears to' be no preference toiA/ard re- 
verse discrimination. 

Almost all lenders also felt that particular age groups should not be 
given priority. However, during its site visit interviews, RMC found some 
lenders ^at limited loans to borrowers under certain ages (usually 26) on the 
assunption that students^ above that age were more able to provide for their 
own expenses and less likely to succeed in their educational programs. 

61 , 




Table 11 

LENDER VIEWS OF DESIRABLE GSLP BORROIVER CHARACTERISTICS^' 

(percent) 



Lender Views o£ Desirable GSLP 
Borrower (Characteristics 


Very 
Important 


ooniewriaL 
Inportant 


Inportant 


Applicant should be attending a degree - 
Wanting institution (not a vocational 
or specialized training institution) 


22 


24 


54 


Applicant should not be a first-year ^ 
student 


30 


16 


54 


Applicant or his fannily should be a ' "* 
distomer o£ the lending institution 

\ , : . : . . 


47 


30 , 


23 


Applicant should not receive more for a 
subsidized loan than the amount of 
financial need certified by his school 


80 


15» 


! 


Applicant should be attending particular 
.schgols in your local operating area 


10 


30 


60 


Applicant should show a strong academic 
record . 


27 


55 ■ 


18 


AppiicanL s rinanciai siLuanon snouiu 
indicate low probability of default 


44 


39 


17 


Applicant should not have too many other 
debts 


69 


27 


•4 


Minority groups should be favored over 
others 


1 ' • 


10 


89 


Particular age groups should be excluded 


'4 


14 





a. Data are percentages of responding lenders answering tMe question. 
Lender nonresponse for' this question was very small--not exceeding 
1.3 percent on any part. . 

b. Lender responses have been weighted by number of borrowers in re- 
payment. 
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Clearly, this is not a commonly lield view based on the responses from this 
representative sample of lenders. 

To better understand the influence of certain types of lenders on the 
factors suirmarized in^able 11, RMO cross -tabulated those responses by lender 
size* md geographic location. The interesting relationships that emerged are 
discussed below. ^ 

As far as attending a degree-granting institution, more jLarge lenders 
said this was important (i.e., large lenders tend to prefer degree' programs 
arid would therefore not accept vocational students). In terms of^l^orrowers 
in repayment, there was a definite relationship that the larger the lender size 
the greater the preference toward students in degree programs,' When examined 
by -ZIP Code location', a difference was found indicating that ZlP^Code National 
Area 9 (California, Oregon, and Washington) felt, much more than any other ZIP 
area, that api3licants should be attending degree-granting institutions. This- 
could be the result of recent poor (iVe., high) default experience with many 
vocational school loans, particularly in California. 

As far as being a first-year student, ZIP Area 9 stood out much gbove all^ 
others as feejing it' is important tb be other than a first-year student. All 
sizes of lenders felt about the* same concerning first-year students. ^ 

V 

Customer relationship requirements were also rfel^ted to lender si^e. ^ A 
significant number of large lendei^ (in terms of GSLPl)orrowers in repayment) 
felt it less important for the applicant to have a custqmgi^relationship than 
did smaller lenders. While fewer lenders in ZIP Areas 2, 7, and 3 thought it 
was important to have a customer relationship, ZIP Areas 3, 4, 5, and 9 had 
more lenders than average stating this was important. 

The other interesting characteristic Was related to the applicant's fi- 
nancial situation indicating low probability of default (even though GSLP 
guarantees against default) . Larger lenders considered this factor important 
at a significantly lesser rat6 th^ smaller lenders. More lenders than average 
in ZIP 'Areas 8 'and 9 think it is important to be in good financial condition 
and less than average in ZIP Areas 0 and 7 .think it is important, 

A summary of common relationships re^eaas tjiat, relative to small lenders, 
large lenders lean toward borrowers in degree -granting in^ftutions without 
requiring prior customer relationships and withcju^onsidering financial 
conditions. ZIP Code Area 9 (West Coast)^ prefers to exclude first-year ' 
students, include d^ree program styd^n^ts, include students in good financial 
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condition, and include students with prior customer relationships (more, 
so than other ZIP Code areas). 

LENDER GSLP POLICIES A^JD PR0CH3URES 

One objective of the current stui^ was to obtain more information about 
the policies that govern GSLP lender activities and procedures followed in 
administering GSLP loans. In addition to being ^useful to OE in its normal 
operations, knowing the different lenders* policies and procedures' may be 
an important factor in explaining and understanding other lender behavior, 
such as default rates and loan investment levels. The following sections 
present and discuss information in the area of policies and procedures 
based on the lender replies to several related questions on the survey 
, form. 

One area of , inquiry was the kind of appraisals (financial or otherwise)" 
that a lender makes of a GLSP applicant when deciding to approve or reject 
the loan. Lenders were asked to check how often certain types of appraisals" 
were made. Table 12 presents the results of their replies. Not surprisingly, 
almost all lenders (representing 96 percent of the borrowers) state that^ 
they always check eligibilrty against GSLP regulations. It may be more sur- 
prising that the other 4 percent do not, but there may be some special , cases 
where an organization other than the lender does this eligibility checking.-^ 
Almost half of the lenders said that they always ot frequently check personal 
or family credit experience. This is an interesting fact since one purpose 
of the GSLP is to provide, credit where the young student or his family does 
not have an established record. In this regard, the GSLP loan is guaranteed 
by the government against nonrepayment. One explanation may be related to 
statements of some lenders during site visits that loans under GSLP would 
not be granted if the person or his immediate family had defaulted on pre- 
vious loans or had particularly bad credit experience. Most lenders did not 
check students' past school records very often and this is consistent with 
the purpose of the program, which relates to financial need rather than 
academic ability. 
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1. For example, site visits in Puerto 'Rico found that the Bankers As- 
sociation of Puerto Rico did the original processing of loan applications on 
a consolidated basis. 
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Table 12 

LENDER APPRAISALS MADE DURING PROCESSING 
OF GSLP LOAN APPLICATIONS 
(percent) 



Appraisal Checks 


h — 1 

Evaluation * 


Always 


Freauentl V 


Somptimps 


Rarely 
or Never 


1 — 

Check eligibility against 
GSLP regulations 


96 . 


2 


1 


1 


Check personal or family 
credit experience 


26 


22 


25 


37 


Check student's past school 
record 


16 


'16 


27 


41 


, Determine whether applicant 
or his family is current 
customer 

: 


62 


9 


10 


19 


^ Assess the program or school 
the applicant is pursuing 
(academic versus vocational") 


30 




26 ' 


36 


Coiipare to your previous - 
history with similar appli- 
cants , 


12- 


17 


21 


50 



b. 



Data are percentages of responding lenders answering the question. 
Lender nonreSponse ^ for this guest iori was very small --not exceeding 
7.5 percent on any part. ^ , ' 

Lender responses have been weighted by number of borrowers ih re-, 
payment . 
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Perhaps the most interesting of the factors is that 62 percent of the 
lenders always (and another 9 percent frequently) determined whether the / 
applicant or his family was a current, customer. This implies a requirement 
(or at least a strong preference) for this status for receiving an approved 
loan. However, nothing in the purpose or regulations of GSLP relates to this 
criterion. Still, it is understandable if the usual loan process and objec- 
tives of the lenders are considered. RMC cross -tabulated this variable by 
ZIP Code to help investigate how lender customer requirements are related 
to geographic location. These requirements do vary by geographic area, 
based on the lender responses. While the United States a1/^erage was 62 per- 
cent, ZIP Code Areas 2 (Middle Atlantic), 4 (Great Lakes), ah^ 9 (West Coast)- 
had much higher percentages of borrowers represented by lenders'^v^ho always 
appraise customer status of applicant (79 percent, 81 percent, and>^^0 per- 
cent, respectively). In contrast, ZIP Code Areas 6 (Central Plains) 
(South Central), and 8 (West Central) always appraised customer status much 
less than average (44 percent, 43 percent, and 46 percent, .respectively) . \ 
Several lender site ArLsits revealed another type of geographic effect. 
Within a specific lending market area (e.g., a city or SMSA) , if one lender 
limited GSLP loans to'customers , the other lenders tended to do the same. 
Their rationale was- that otherwise a more liberal lender would end up With 
more than its share of GSLP loans, which by their claim was unprofitable 
far each loan. 

A specific relationship is also evident based on lender size. If the 
borrowers in repayment always affected by customer status appraisals are 
cross -tabulated by lender size, it becomes clear that smaller lenders are 
the ones who regularly check customer status. All lender size categories 
smaller* than 3,000 borrowers in repayment always appraise customer status 
significantly more than average (with those below 300 borrowers' being the 
highest), and lenders above 3,000 always do so significantly less than average 

Two- thirds of the lenders never or only sometimes assessed the academic 
or vocational nature of the applicant's school. Certainly GSLP regula- 
tions allow loans for attending any eligible jschool, but our site visits 

sjiowed some lenders db not 'welcome or allow ^Ibans ^or vocational prd- 

1 

grams. It would appear from the ^survey that pnly one- third of the lenders 
are seriously concerned about this issue. While experience clearly shows 
(and the lenders apparently recognize) that a higher default rate exists 
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among vocational school borrowers, the GSLP guarantee against nonrepayment 
equally covers vocational situations. Over 70 percent of the lenders do not 
normally compare ihe applicant against the previous history of similar ap- 
plicants. This is consistent with the absence of sXich criteria as a basis 
. for loan approval'.^ 

r Another area of great interest to OE and others concerned with the Col- 
lection and default process is the particular activities carried out^by the 
lenders when they find it difficult to locate a GSLP borrower vihose loan has 
come due. GSLP regulations require lenders to carry out reasonable but un- 
specified attempts to find the borrowers during this "due diligence*' period 
before a claim can be submitted to the government guarantee agency. The sur- 
vey included a question about how many times certain activities were u^d 
in the process of trying to contact a borrower before filing a default claim. 

Table 13 summarizes the experience of the lenders. Telephone calls and 
letters are the primary method of foUow-up and a significant number are 
used for a given loan. This is very consistent with RMC's observat?.ons 
and answers obtained during the' site visits. When it ComeS to using a 
private skip trace or credit bureau to locate the borrower, almost two- 
thirds of the lenders never make use of such service. Ar^ interesting 
variant her6 is the relative use of this tracing service by diffiprent types 

f lenders. The respective percentages of those nomally using this service 
at\ least once per case are: conm^cial banks (42 percent), savings and 
loart§ (22 percent) , credit \sspms (21 percent) , mutual savings banks (3^ 
percen^, and vocationa^^^pfefio^ percent). Since commercial banks are 
much moi^ regularly inv(3!vedlLii installment loan and collection activities, 




'^if is perh^s understan<j 
other tracing 
private tr; 
collection 



' Wriy they rmkejmf^ji^ tyf credit Ipureaiis and 
y of ^^^^et' le^^ do not make use qf such 
b^xt^llu.^ may mean they can use their own internal 
ice^. -f 



1. Ji-'^'l^ders wer^^consistent and rational in their behavior, it 
might be expected thatj\r^ey went to a lot of trouble to check personal 
or credit experience, they would also comparp^he previous history with 
similar applicants. Otherwise, how would/diey know if it was useful, or^ 
valid, to judge an applicaSnt on thatl^a^irs? Td investigate thexr relation- * 
ship, RMC prepared a cross- tabulati^r^f these two factors.' Of the. 62 per- 
cent \A\o always appraise credit exp^ience, only 32 percent also always ap- 
praise the history of similar applicants (another 26 percent frequently do, 
26 percent sometimes do, and IS'percent never do). Consistency is therefore 
not a strong factor in this aspect of lender behavior. 
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Table 13 | 

LENDER PRE- CLAIM EXPERIENCE 
(percent) 



Pre-Claim Collection Methods 


Once 


Two or 

Three 

Times 


More than 
Three 
Times 


Not at 
. All . 


Telephone calls 


8 


34 


59 




^ 1 , : 


Letters, telegrams, or mail- 
grams 


2 


21 


77 ' • 




Private skip -trace service or 
cre<p-t bureau 


25 • 


9 


3 


63 


U.S* Offic^ o£ Education pre- 
claim assis\tance program ^ 
(mailgram service) 


64 


6 


2 


a. 

28 


Communicatiori\ with borrower's 
relatives 


^28 


49 


22 




Conimunication with borrower's 
scliool(s) 


58 


M2- 


9 . 


11 



c^a M 



Data are percentages of responding lenders answering the question. [J\ 
Lender nonresponse for this question was very small- -not exceeding''"' 
7.2 percent," • 

Lender resf^onses have l?een weighted by number of borrowers in 
repayment. 
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The use of the tiext collect icni ^met^od was particularly interesting to ^ 
the" Of £ice. q£ Education when this study'" was originally designed. This ■ 
-metfiod is the pre- claim assistance program' offered Jby the Office of Educa- 

'tion tp lenders that send a mailgraiD (telegram by 'mail) to borrowers who do 
not otherwise" respond. Replies indicate ,th^t lenders representing 28 per-, 
cent of the repayment population have never uled. this service, but that the 
remainder normally use it once or more in trying to contact the borrower bej^ 

, fore filing a default claim'; The differential experience by types of . lenders [ 
is alsp of interest. The respective 'percentages' of lenders regularly usipg 

. mailgcams one or more times per case are^ commercial bBinks (66 percent)-, 
savings andr* loans .(73 j^ercient) , credit imions (64 percent), mutual savings 
banks (43 pefcent!^, ^and wcational schools, (100 percent) • It is very in- , 
terestirig that ^11 vocational schools report they always use this service at 
lea^t once. .This may -fee b^bcaus.e of particular efforts by OE in assisting 
such schools with 'their .larger- than-alverage colleqtiqn probl 

The last two pre-claim methods involved cdFnmunicartion with borjowers' 
relatives or 'schools. It is seen that lenders almos.t31vmys attempt to ,con- 

^ tact^the borrower's rel a tinges orite or more tirfes. In contrast, il percent of 
the lenders never contact the borrower's ;^chool w^en attempting to locate 
the bQ.rrower. During the site visit interviews, lenders very consistently . 
described their difficulties and lack of results ^n pbtainj.ng information 
on student status bi: location from the schbols. 

. A related procedure toncems the methods that/ lenders use in establishing 

' rep^nment' terms.. Again, this is af interest for a better understajgding of 
program o'pferatifgnsg^but it is also a possible explanation of borrower 'default 
Lenders were specifically asked^, about how frequently they used the specified «. 
procedures in establishing repayment for' borrowers in normal situations. The 
question also specifically stated^ that it 'did not refer to procedures used 
for locating and coiJleqtihg from defaulters once repayment teniB had been 
established. Lenders probably interpreted the question* to refer to noncie- 

. faulters oijly since many defa4l"&ers never reach the point of establishing 

„ repaytnent teim/ Table 14 summarizes the lender responses. It is seen thaj^ 
, lenders. use ^ajnixed package of mail, telephohe, and personal meetings to 

\estatlish repayment terms. While only .a "small percent of lenders airways 

' utilised telephone* or face^to-face meetings, almost all the rest did 
frequently or sometimes.. Pi^obably ^because K)f, the heavy work load involved, ■* 
the larger' lenders used face -to -face' meetings at a mUch lower level thaa 

as ' r 



t. • . Table XA '. 

ER NETHODS FOR ESTABLISHING INITIAL REPAYNENT TERMS VlTH BORROWERS 
(percent) , 



■ = — 

Methods 




Evaluation^ ''^ 




Always 


Frequently 


Sometime^ 


Never 


Face -to -face meeting with 
' borrower 


, 9' 


41 


,52 ^- 


5 


\ - - 
icxepiioiie contacL wirn 
borrower " 




, . 43 


. 46 


3 ^ 


Mail correspondence with 
borrower 


57, 


29" 




1 ■■ 


Working through a state 
* guarantee agency , • 


2 


3 


' ■ 34 


61 


Working^ through another 
thircj party 


10 • 


8 . 


" ;42 . 


40 • 



a. Lender- nonrespons'e varies between 2 percent an4,9 peircerit-.. 

b. Lender „ responses haire-Keen weighted by numbe'r of borrowers, in repayment. 



smaller lenders. Mail correspondence^ with borrowers is always used £7 per- 
cent of the time and frequently or sometimes used for the rest of the bor- 
rowers. Limited use is mad^^-^ th^^rd ^rtie3 in estab'^shing repayment 
terms. Information from sikt^.,..^isi^ interviews and other sources indicates 
that lenders had little problem in establishing repayment terms once the 
contact had been established with the borrower; the real problem was in 
finding the borrowers . ' - . 

A soiftewhat different area of lender procedures also investigated by 
the study was the way in whidh the lender was organized to administer the 
GSLP. One speculation raised during the questionnaire design task was that 
^ the way in which the lender was internally organized to carry out GSLP activi 
ties could well affect how it viewed the program and what success it had. 
Of course, until this survey, there was no systematic information available 
on how the lender organized itself to carry out its activities. Therefore, 
a question" was included on the lender survey seeking this information. In 
addition, rt;he^ interviews ^during the lender site visits also investigated 
tliis avegi. In overall terms, the /following results were ob1;ained when each 
lender was considered equally (i.e., no weighting by lender size): 

4 percent of the lenders have a specific department that handles 
* nothing* but GSLP loans, 

69^ercent of the lenders have personnel ^within one of the" depart- 
nts who are assigned to GSLP loans, and 




27 percent of the lenders have a variety of other types of organi- 
zations.-'- ' ' - * ' ■ ^ " ^ . 

This organizational distribution is in comparison to the overall type of 
lending unit indicatg^d by the responding lenders (weighted equally) as 
follows: . * . . , 

• 42 percent- -headquarters with decentralized ynits, . ^ ' , ^ 

• 10 percent- -branch of a larger lending organization, ..^^^ 

• • 36 percent- -independent, unaffiliated org^iZatioHf and ^ / 

• 12 percent --other. 

It might be expected th^t the size' of the lender (in terms of number of bor- 
rowers) has* a big effect on^^ how it 'is organized. Although 4 percent pf the 
"lenders have separate departments for GSLP, this category accounts for 34 
percent of the borrowers in repayment. 



, 1. Many of the **other'' categories' involve such things as two of more 
centralized GSLP departments within separiate branches of the lender. , ^ 

■ . '.- - * 

■ . ' ' ' " . 57 ' 



4^ 

During our s\j^e visits/ we also found a variety of organizati^onal struc- 
tures. Based on tWfese few cases, the type of internal organization seemed 
to be related to tne cycle of GSLP development for the lender. ForWample, 
when GSLP started, Volume and default/collection probl^s were not large. 
Administration of GSLP loans was usually done as a part of a, lender's other , 
installment loan activities. Changes were often made when evolution of these 
GSLP borrower's brought a large number of them into the repayment and collec- 
tion phases, and unique types of problems began to be evident. For borne 
lenders, this maturing of loans also brought large default problems. Ad- 
ditional type's of specialized needs were created, ^uch as tracing lost bor- 
rowers^ preparing claims, and following up on collection problems. When ' 
this groti^ing^or maturing GSLP loqn structure caused these latter problems to 
become s^g^nificant, lenders often established separate departments with 
GSLP respdnsibility. This evolution is not surprising- -it is basically a 
reflection of two criteria: econqmies of scale and giving specialized at- 
tention to the more serious probleins. RMC found a variety of organizational 
arrangements within the lend^ip^ interviewed, many of which seemed to reflect 
the particular circumstances of the individual organization. At the same 
time, most appeared to operating' effectively, ^4ost likely, the factors ^ 
that determine organizational efficiency and effectiveness are determined 
more by personnel and local circumstances rather than the particular type 
of organizational struct]ire. 

LENDER OPERATING COST,. 

RMC attempted to investigate the area of lender GSLP costs. This area 
was of interest because lenders often cite the high ^ costs of 'administering 
this program and the resulting low (or negative) profit. To what extent 
this is correct and justifiable is a meaning^l area of .analysis. Many claims 
or .beliefs concerning GSLP lender operating cos^ts exist. These were usually 
based on isolated complaints or random coiroents. Or^ reaspn the stlbject was 
addressed in this survey was to at least provide a systematic examination of 
certain lender questions from a representative sample of GSLP lenders. 
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It was recognized during the design phase that the cost of the lender's 
operation was a very difficult area for which to obtain data. Two reasons 
contf ibute, to this: (1) lenders are reluctant to provide such , data fqr com- 
petitive or confidehtial reasons,^ and (2) a large number of lenders do hot 
maintain a rpcord system that would provide these data. Interviews with 
lenders during the fiYst {ihase of ^ the contract arid during the pretestvof 
the questionnaire failed to resolve this difficulty. However, this are^ was 
pursued in^the survey where questions could be formulated with a reasonable, 
chance of Wxpec ting ^answers. , In addition, lender site visits also investi- 
gated this cost area wherever possible. This section presents cost ihfor- f i' 
mat ion obtained from lenders, even though the limited data from this survey t^' ■ 
do not allow any -extensive analysis or consideration of this topic. 

Given that the structure and detail of the cost accounting syst^ifls, of 
the wide variety of types and sizes of lenders involved in this program [^je- 
eluded directly asking for any costs, RIC established several major co^t 
categories covering GSCP administrative activities and asked the lender 
about the relative importance of these categories. Table. 15 presents the 
results of the stirvey question asking lenders to conpare their administrative 
costs of GSLP with their experience with alternative loans to which they might 
commit funds (such as consuner installment loans or other short-term uses)". 
The basis identified was* cost per loan and lenders were aske^ to wjhat degree 



1- Similar difficulties were encountered in obtaining conparable lender 
-GSIi' costs during a recent study by Technology Management, Incorporated .{TMI] ^ 
for OPBE in which it sought data concerning student loans, special allowance 
rates, and servicing costs^^ The study involved ^juterviews with 13 lenders 
and 3 servicing firjiis ^concerning operating costs'. TMI encountered great 
difficulty in making cost comparisons among lenders because of the lack of 
or different bases for documenting the administration costs. Even though 
that study concentrated completely' on obtaining cost data that could, be made 
comparable, ^monthly operating costs during the in- school period could only 
be obtained'' from three lenders and the loan acquisition cost, data obtained 
for only seven. TMI Judged that student loans had been marginally profit- 
able for commercial banks since 1970, and clearly unprofitable for institu- 
tions having higher than average servicing costs. Other than data in the 
published report '(dated, August 21, 197^), cost data obtained by that study 
a^re not available to RMC for comparison or integration with the current study. 



73 



ERLC 



59 



(U 



>5 

•H 

o 




i: 



o a:: 

CO 



CO , 



a. 
o 



CO 



t:3 



o 



CM 



.5 

•H 

8^ 

05 



U 



00 



to 



CM 



Its 



00 



CM 



oo 



t/^ 4-) 

O E 

U D 

OS 35 u 

U (U 

tn .5 

O Q f-H 

U JhXI 

c q t/^ 

p p , 



.74 

00 



to 



CM 



LO 
CM 



t/1 



W5' 



0) 
CO 




ERIC 



each^ o£ the cost categories speci£ie^.-was higher or lower than the alterna- 
tive loans. Although a small percentage o£ the GSt?" lenders rated the first 
category (cost o£ acquiring the loan) in the two lower ranks, the overall 
thiaJSt was somewhat higherr For the second cost category (establishing re- 
psiymfent terms), the thrust o£ responses was clearly toward much higher cosl;s 
for GSLP. The normal processing o£ loans during repayment category had** the 
bMlk o£ responses "about th^ same,'' with a skewed distrib,ution toward higher 
costs. Maintenance o£ special records was again clearly ranked much higher 
and searching £or defaulters had lenders representing almost three-quarters 
of the program, giving their ratings in one or^^the other of the two higher 
ranks. Lender response on the question covering these data accounted for 
about 88 percent of the boxrowers in repayment under GSLP. For some lenders, 
of course, this question was not. applicable since they had no similar 
alternative investment; e.g., vocational schools operating as diregt lenders^ 
life insurance companies, and direct state lending programs. The lender 
results indicating higher than average GSLP costs are not surprising, how- 
ever. They are consistent with other lender response^ and with the results 
of other studies. However, these results da, provide distribution of lender 
claims by cost category from a large and representative sample. 

Table 16 summarizes lender estimates of the percentages of total admini- 
strative GSLP costs attributable to» each of the several cost categories 
identified. It presfehts the mean'^value reported by lenders for each of the 
cost categories. The mean values reported by lenders are presented two ways: 
(1) weighted equally by lenders, and (2) weighted by borrowers in* repayment. 
Weighted by borrowers in repayment tends to reflect total impact on the pro- 
gram as a whole and, as a result, larger banks are given greater weight. 
This tabulation\as based on responses from about 57 percent "tfie-lenders 
since: (1) many lepiders were pot able to- (or did not) answer this question- 
at all, and (2) partiaj^ answers not totaling 100 percent of administration 
costs could not be avera^d in with other con?)lete answers. The cost cate- 
goryv with the largest percentage of co^t is ''maintenance of special records 
Presumably this was interpreted by/ lenders to include the heavy federal 
paper wdi;^ requirement usually described by lenders as "excessive red tape 
and paper Hork.'' The lowest category is ''establishing claims on defaulters,", 
which, of cob^'Se, ""has no comparable category u nder jegular lender loan pro- 
grams since thS^e^^^jio guaranteeing agency"^ for them. - ' On the other side of 
the coi^'^ffi^^^re no GSLP costs due to default of principal (except in. 
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Table 16 - 
LENDER GSLP ADMINISTRATION COSTS BY CATEGORY- 



■■ 

Cost Category for Lender 


a 

Reported Mean 
Percentage of 
Total GSLP 
Administration Costs 


rVuillJ-ilxo Lid L J.Uil UX UOxjx 


Weighted 
Equally 
by Lenders 


Weighted' 
by Borrowers 
in Repayment 


Placirie faGQuirine^the loanl 


20.0 


15.2 


. Establishing repayment terms 


17.2 


16.8 


Normal processing of loans during repayment 


18.7 . 


18.2 


^ ' Maintenance of special records (meeting 

reporting requirements, interest billing, etc.) 


26.2 


" .21.6 


Searching for defaulters 


10.6 


18.1 


Establishing claims on- defaults 


7.3 


10.0 




100.0 


100.0 



a. Mean values for lenders reporting usable data, which averaged about 57 
percent of lenders respondijig. - 
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state agencies guaranteeing less than 100 percent of the loan value). 

As stated previously, RMC also attempted to obtain cost information 
during its site visit interviews to approximately 40 lenders. Little suc- 
cess was obtained in that endeavor. The lenders regularly rS^^ferred to poor 
recordrkeeping systems within their organizations that did notVovide^ife 
with management cost data of this type. In a couple of cases, Sers had 
conducted a special cost study, but were not willing to' pass on the\ta 
since it was considered proprietary. In some in^ces, gross estimated 
were available, such as it cost. 1.5 percent of thX\^standing value t6 
administer the GSLP portfolio. These estimates ranW^tween 1 and 2„ 
percent of the outstanding value, but the small numbe\of such data points 
precluded pursuing this area further. All in all, therXis little further 
analysis that iM: can do with the available cost data, altiJi^ there \s 
no question that this is a useful area for further research.! 

'Since the most iuportant variable tha-Niught be expected! to Explain 
operating costs is lender sizfe, RMC investiga?fed its effect. Table 17 
presents the results of cross -tabulating lende? .r^tive cosi estimates 
against five categories of lender size in the GSLP piWam. / There appear 
to be no effects from lender size for two types of cost (^ablishihg 
repayment terms and normal, payment processing) . TVcTtypes ibKost (planning 
the loan and maintaining special records) show distinct trrinds f^maller 
lenders to spend greater shares of their GSLP costs in thise areas. , 
ceivably, economies of scale have an effect here since t/e small lenders \. 
(in GSLP) must invest considerable staff time to unders/and and satisfy 
GSLP regulations/requirements , even though only a smal/ number of loans are 
granted. The remaining two cost categories (searchin/ for defaulters and 
establishing default claims) show; a very strong tren/ toward larger lenders 
spending lafger shares of their GSLP costs in these/areas. It must be that 
economies of scale do not operate when it comes to the default and due 
diligence area. Furthermore, it may be that small lenders spend propor- 
tionately less -on defaulters because they have lower default rates (which 
they apparently do) and therefore can keep better track x>f them. A better 
examination of lender costs by size could be done if absolute, dollar costs 
were known, but such data are not available. 
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-MSTRIBUTION OF DEFAULT :.AM6|G LENDERS 

This sunrey^oTigirvail^^ to investigate how borrower default 

affects lenders and the wa;^ in which lender default rates are affected by 
lender operations and other characteristics. RMC was only able to carry 
out limited analysis in this area because of the inability of many'^'^^l^endl 
to provide comparable. ^t a on defaults. Considerable nonresponse wa^ 
obtained on the survey items about the amourlt of default (even among the^ 
lenders who completed other parts of the questionnaire) . 

The first question that must be faced is what type of default rate should 
be defined. Clearly, it needs a numerator that is some measure of the amount 
of def^lt-- either for a given year or cumulative for the program as a whole. 
In addition, a denominator is needed that provides some measure of total 
amount of loans --either total GSLP loans outstanding at a given point in 
time or-it|ie'''t9tal amount of loans granted by that lender during its history 
'^in'-t^ie-iSTOgram. For a more precise measvire, the denominator should only 
include ^roi^^ have manured to the point of being liable for 

repayment, s^nCe loans for^students still in school' or deferred have not, 
yet h^ an opportunity to default. Unfortunately, for most of the above in- 
gredients, data are hard to obtain at the level, of individual lenders. 

in the questionnaire, RMC asked the^<l€sri^rs to sfiecify the total dollars 
for GSLP loans on \A\ich claims were filed for repayment because of Borrower ^ 



1. Probably the main reason mo^t lender^ did^not provide-^quantitative 
estimates of default is the inabirity or inconvenience to ob|:ain such es-fi- 
mates from their^^^^gj^ar record-keeping systems. Some lenders commented on 
the questionnaire^ that they did not maintain records on. default that way. 
Moreover, during our ibiider site -vis it interviews', similar answers werej often 
received. Apparently mMriy^lenders do not keep separate records once th6^4oan 
is repaid by the guarantee irig^gency. To many lenders, it has the same ^ffett 
whether it is repaid by the boi^rpwer or by a guarantee agency, a In oth^t cases, 
records are kept on default claims paid, but they are not able to aggd^egate 
these for any given time period. Although it is possible that some^lenders 
may have been ashamed of high default rates on their loans, and thug obscured . 
this fact by not calculatiijg or providing default meiasures, there is no way 
|M] can prove their motivations. During some site visits, it was obvious that 
the record- keeping system in use did not focus on this measurement, but foc^s- 
sed management attention on potential problems such as delinquent loans and 
late payments. 
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default during 1973. The value was of little analytical benefit unless it 
could, be converted into a ratio^. which meant that the lender also had to 
provide^ an answer to a separate question concerning the total amount of 
GSLP loans outstanding and the total amount of loans not yet due for repay- 
ment. In a large number of cases, one or another of these three variables 
were not provided- As a, result, comparable default Tates could be calculated 
for only a small subset of responding lenders, and this was considered too 
small a group with which to do meaningful analysis. RMC was able to complete 
some rinaly^.is of the distribution of default ajnong types of lenders and 
schools based upon the lender -provided data about the TOC sample of borrowers 

However, one screening question was included and answered by a very 
large percentage of the respondents. This question asked lenders if they 
had anv defaults oi^i GSLP loans during the calendar year 1973. /V large 
percentage answered no to this question, thus indicating by definition a 
zero default rate for the period. RMC has tabulated and analyzed these data 
in order to provide insights into one aspect of the default process. These 
d:ata allow the division of lenders int6 two groups, one with , zero default 
rates and the other with greater ^ than zero rates. Ninety-nine percent of the 
respondent lenders answered this^estion. ^ . ' 

Almost half of the lenders claimed they filed no. GSLP default claims 
during -1975 . This result appeared somewhat surprising in light of default 
rates that were high' (and growing) for the prograin as a whole. Although 
this question just refers to the 'calendar year 1973, by th^n most lenders 
had significant numbers of borrowers who had matured -into the repayment 
phase and had ajnple opportunity to default. For this reason, further inves- 
jtigation was conducted into this area by RMC. Table 18 presents ,a 
distribution of leaders based upon the incidencj^"^of default during 1973 
(weighting lenders equally) . As the bottom total line shows, 49 percent of 
the lenders responding to^ the survey (only 2.7 percent of lenders' did not 
answer this question) said they filed no default cl^im during 1973. Table ' 
1'^^ shows how these lenders were distributed by lender size. It is seen 
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Table 18 

DISTRIBUTION OF LENDERS BY INCIDENCE OF 



Lender Size 
Categories 
(borrowers in 


Percent of Lenders Claiming 
Any GSLP Defaults During 1973 


' Percent of Total 
Lenders Represented 


repayment j 


Defaults 


No Defaults 


0-^0 


28 


72 ' 


46 


50-100 


S6 


44. 


. 25 


100-^00 


77 


23 


20 , " 


300-500 


94 


6 




500 and over 


97 


3 


1 

5 - 


Total } 


51 


49 


100 



a. 




All but/2.7 percent of lenders answered this question. 



Table ig/' 

DISTRIBUTION OF BORROWER DEFAULT CLAIMED 
BY JMERS IN 1973 BY LENDER SIZE " 




Lepuer Size 
^ategdfies 



0- 199 
100- 199 
200- 299 
3O:0'^59 
500- 999 
1,000-1,99,9 
2,006-2,999 • 
3,000-3,999 
4,000-4,999 
5,000 a^d OYjer 

Total 



Percent of GSLP Borrowers Represented 
by Lenders Claiming Any Default in 1973 



Default 



44 
78 
,77 
.94 
94 
98 
100 
100 
100 
100 

87 



No Default' 




56 
22 
23 
6 
'6 
2 
■ 0 
0 
0 
0 

13 



■• Percent of Total ' 
Borrowers in Repayment " 



15 

9 

6 

8 

9 

10 
4 

^2 
'4 
33 

100 
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that there is a very strotjig* relationship toward^ small lenders having most 
of the no default situations. In fgu^t, the extent of this relationship is 
very striking in its intenj^ity and distribution, anjd is particularly signi- 
cant since the GSLP prograin is characterized by a large number of fairly" 
small lenders and a small number af ,very lavge lenders, c This distribution 
is illustrated by the far righthand column in Table 18, where it is seen 
that almost half of the total lenders represented have less. ^than^>(:}^0-rrowers^ 
m repayment and 5 percen't of the lenders have over SOO^^orfowers in r^pdy: 
ment < ♦ 

An alternative way of analyzing the iinpact of this vaji^±e..arsr by ^ 
examining the dis:^ribution of borrowers represented''''by\^ in the , 

sample; i.e., each lender is weighted by^-i^s nimfcerof bbrrowers-^l^n repay- 
ment. \Table 19' presents a tabulation calo^l^jfeci in this way and distributed 
by lender size. As the lower total line indicates, 13 percent/^ the boirowejrs 
in repayment are represented by lenders having no default /claims during \% 
fthus, in tVis case, 49 :\percent of the lenders having no default represefvt 13 
percent of the borrowers '^^n the program) . Distribution size of lende;^ is 
also evident fVom this tab\e. Again it is seeji..thtft th^very sThall lenders 
constitute the milk of the situations ii> -Which no' default occurred, m fact, 
none of the large lenders (wh^li account for over 40 percent of the . borrowers ^* 
in repayment) were^able X^^y no defaults during the year J The thrust 

toward smaller lend^r5.^^r^liW significant number ' of ' zero default /situations^, 
is clear and this^l^ld iry ^rn lead to lower.' default rates, av^r^ged over 
all lenders of a giv^ 
^> " Distribution/of- thesife^Vz^Todefault situations by geographical location 
was also investigated, liable 20^^^re§en a comparisoirj of borrower default 
irie-idence during 1973 m ZIP Code nationaK|Teas. For this tiable, the 
response Is weighted by -borrowers in repaymentfasseen by the lowest, line, 
lerjjders representing a total of 13 percent of boTrowers'*"''^yqmi^^ the nation 
had z^ro defaults f0r 1973). ZIP Code Area- 5 . (North Central)sta^ out as 



- '1. 500 -is not that large a size since at least a dozen lend©rs in^the sample^ 
had over lO^OOO and three\enders had over 40,000 borrowers in repaymeht. 
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V . ■ • . ^ Table -20 ' . ' ' ' 

CCMPARISON OF* LENDERS CLAIMING ^ ' . 
^ DEHAULTS DURING If? 3 BY ZIP CODE NATIONAL AREAS^'°- 



ZIP Code 
National. Areas 


1 ^ • 

Percent of Lenders. Claiming ~ 
' Any GSLP Default. During 1973 


Percent of GSLlP * 




MO ueraults^i 


Borrowers 
V Represented 


' . 0" ' 
. 1 • 


SB 
91 '■ 


12- • 

t 

9 . ■ 




t 


^ 85- 


'15 


■ " 5 " 




86, 


14 


6 


4 — 


82. ; 


18 




5 . ' 






12 


6 • 

* 


85 ■# 


" V 15. ^ 


1.3 ' 




88 . . 


'12 


• . 10 /\ 




■' .89 ' 




■ 7 ' ' , 


• 9 




' : 2 


: 18 


• 'Total, 


87 


13 


•10:0 ^ ' 



k-y Lender response on tkis question \ip 99 percent* . . ' ' 

b. Lender response has been weighted by nuiAer of borrowers i 
repayment. . ^ " ; v ' 



having by far the highest . (twice the national average) incidence <)£ zero 
defaults in 1^73. ZIP Code Area' 4 (Great Lakes)' is a;Lsq, significantly higher 
in terms of accounting for more than its share of borrowers without default. 
At the other extreme, ZIP Code Area 9 (West Coast) shows .98 percent" of its 
GSLP activity having some default in 1973: ZIP Code Area 1 (New York/ 
' Pennsylvania) was next closest, with 91 percent of its borrowers accounted 
_ for by lenders with default in 1973. ''^ ^ . " . 

The variables of lender size and geographic locatiorl are interrelated 
and the size effect cpuld be the stronger undetlying re;iationship. The 
two areas having proportionally more zero default incidence (ZIP Code i^eas " 
4 'and 5) also have significantly more of tKeir GSLP activity in smaller 
lenders . The .area havjjig aMost no incidence q| zero default (ZIP Code 
Area 1, New York/Pennsylvania) pres^^nts a special case since it does not/ * 
/mve proportionately large amounts of large lenders, but it does havte a. 
very large share of GSLP activity, with at least some defaiultelFS>.^ Although 
jjthe ''explaiiation may be related to the pi*esence of active; ^tate guarantee T - 
agencl^ in vNew York and Pennsylvanlst,^ there is nqt enough information 
available foj^ Turt3Ter*malt^ in ZIP Code Area 1, All in kll. the in- 
cidence of default appears to be primarily €t:xplainpd by the effect of the 
level of lender. GSLP attivny; it is clearly not distributed equall> among- ; 

iehderi. ' ' * * ' 

. . ' ■ ■ t> 

RESULTS ^0;F LEND*ER SURWX OF BORROWER DATA , , ^ ' , . , 

• ^.^ ' r ■ ' 

The purpose of ttii 5 section i§ .to pTeseft ^md tJiscuss the results of the 
, . borrower' survey. The 'unweighted data from^ the survey questions are provided " 
: iri Appendix B." The first parts of this section discuss the response pattern 

for tbe borrower ^ data; the latter 'parts^ analyze the loan ^defaults in the program 
^ The mfomation 4e.scribed in Chapter 2 on']' the results of the initial t^equevt^ to 



1. Expressed another Vay,' ZIP Code Area 5 has 12 percent of the total 
GSLP borrowers in the program, but accounts for' 24 percent of the borrowers 
for which lenders reported no, GSLP claims during 1973. ZIP Code Area 9 ac- 
counts for 18 percent of the total GSLP borrowjiers, but only 3 percent' of, 
the 'borrowers covered by GSLP claims during 1973. 



lenders on borrower loan status is also relevant tO the questions of response 
and representativeness as well as to the survey data results that follow. - 

"Respange Pattern for, Borro\Ver Data ' ' ' / 

As^a basis for interpreting the data analysis to be presented in the 
following sections, it is worthwhile to examine the .response pattepis for the 
data concerning borrowers. The level and distribution of survey response has 
a direct impact vOn* how representative the resultant data are considered to be. 

Table 21 summarizes seV^eral' aspects of the gross response for the part 
of the lender's survey relating to the- borrowers. The data are unweighted;- 
i.e., they represent' actual questionnaires sent out and received. *' 

Table 21 

RESPONSE 'PATTERN FOR' BORROIVER DATA ' 

(unweighted) ' • _ ' 



\ ■ ' Category „^ . ' . V ^ - 


Number-"^ 


Total Original sainple of borrowers " ^ ). 

Eliminated because of initial status check (not i^et-in - | 
repayment or no record of lomY 

Subtotal ^overed^ by lender survey , . . | ■ 
Responses received from lenders ' - / 


" 9, ,'34^ 
l-,574 

4,842 ■ ■ 


Response rate — as percent of original sample 
Response rate as perceiit of revised- sample " . ' ' 


' ' 72% 



As Table Zl^hows, aE total of 4>&42 bbrrawers were represented by repliqs 
to the, lender quest ionnai^re on sample bor„rower;5-"-~a response rate of 2^. percent^ 
of those sent out, or 58 percent of tlie ©riginal sample. However, 4 sigjiifi-. 
cant niMber of these replies contained little or rio^data since the lendi^rs 
claimed that the needed records were not available. The qtae'stion- p£ nonrespOhs 
bias and representativeness was examined in Chjapter 2. Only flight basis for ; 
nonresponse bias was found, and adjustments for §uch bias-^Vre, ntedi^V. where 
appropriate. " . - • - » . ' \ ; ' . ' 



-'■^^ Lenders retiii^ed questioji^aires approximately 60 pe^ent of the borrowers 
'I ^ ^ |an^)^.-' In jDanJ cases^-^viiowever, lenders did not supply sub- 

|j:antiVe in#drma^6n„. FSir el:ainpie, many lenders'mak^ a practice of either 
destroyiiigor "c^d-stor^ging" l^fcords- relating- to loans that have been paid, 
; jte^^^y ret^ning 0% tte^^e^and address of the borrower and the loan status. 
„ WWt^^^^'W^f V ™^f 'd«£^^ are treated in this manner. 

It:^^ ■'^^^^ i2.£|per(fen| of -the borrowers v/ere in default, 5 percent 

/^ea^S'-a^ii thus li^ly.to default, 32 percent had paid their loans in 



i' Ail' '^^1. perc|n^x^re repaying;^ About 4 percent were still in school, and 
- TpDut I^rcei^ °%^|^ borro^et^ couJ.d not -be accounted for by the lenders. 
W ' ''^^^^^^ ^^^^ Sqrrowers haVe an average of 1.4 loans ' outstanding, with 
ai^^vel-ale ll^ance of $i,482. A large perceritage-of <fhe borrowers have one 
3/- ,$6a» <iutst^n|ing- tSS percent), and another 16 percent have two notes. 
■ / / |fnd that the average totaTtef^^ositively related to the number 
of l^ans, rising from $4,090 for those wi^^one loan to about $3,800 for 
tho^e' with seven loans. , . . 

; 'Student loans ?ytQ. seldom transferred between leaders. Only 2.7 percent 
of the loans,J^/ere .transferred ; of those, most were serviced by the recipient 
institution,. . . 

.... Thirty-seYen percent of the borrower's were customers before' taking out 
their first ..loans „ and 39 percent of the borrowers' families were customers 
too. Generally, the' relationship was through a 'personal savings 'or checking 
; ■ -account-j altho,ugh about 11 percent of the. families had business' accounts 

where the -students applied for loans. .Only about, 20 percent of the borrowers 
currently maintained accounts with the lenders, indicating -that the lenders ' 
do^not build up. any sort of loyalty through the GSL relationship. ^ 

We a{l so found lenders tend to grgnt, slightly more lo^s to previous 
customers, .originating an average- , of 1.6 loans to previous .customers and 
1 .4 to others:" • ■ . ^ , • 
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Lenders tend to deal directly with the borrower, principally through 
letters or telegrams. They will next resort to telephone calls to the bor- 
rower or communications with the borrower's family. The ne^xt step is to 
contact the schools'. I£ tl^at fails, they notify the Office of Education or 
a state guarantee agency. 

Lenders were able to cdnta"^ the borrower and establish repayment terms 
in about 83 percent of the cases \ The hypothetical ''average" no\e was for 
four years at $37 per month. 

Almost 25^percent of the borrowersN^ade no repayment whatsoeveA; con- 
versely, about 25 percent of the borrowe^^made lump-sum payments./ The 
average borrower had made 16 payments; i.e.^^as about a third of the. way 
along in the repayment schedule. 

Very few loans ai;e ever modified after entering^^V^yment (4.6 percent) 
'Except for deferrals. This confirms the information iiiXhe' borrower survey . 
Deferrals take plade in about 7.4 percent cTfithe gases. Lehders cited; in 
. declining order of importance, the following reasons for deferrals: 
further schooling, (2) military servj.ce, and (3) financial diffiCulties\ 
Mien fuiancial difficulties were cited, thfe lenders either 'were grafting 
d^fierrals not allowed under the program or were more likely interpreojig 
del^erral to include -forbearance, j^^ich can "be granted with OE approval. 

Lenders claimed t]iat. over one-third of the borrowers had been late inN 

p . . ■ •' 

meeting their loan payments. They claimed an average of five late pay- 
ments for this group. Coupled with the average p£ 16 payments per borrower, 
it appears that some borrowers may be late on an average 'of -^ee- payrtient in 
":dlr'ee/- , ^ ' \- . 

Lenders (Claimed that 18 percent of their borrowers Kad defaulted on 
repayment and that they had attempted to contact 66 percent of th^o^e who 
. hM defaulted. This statistic is worthy of further study since, by law, 
lenders are expected to exercise due diligence regardijig loan defaults. 
This term has beeri qonstrued to indicate an effort b/ the lender to get the 
borrower to repay,, seemingly contradicting pur survey re-^ults . Possibly, 
lenders interpreted the question to mean contact with the borrower after a 
default claim has been filed (and due .diligence exercised). i Lenders in- 
dicated that they used the same, mddes of access to the borrower at this < 
time as when they had originally t^ied to ei^stablish ri^aynfent terms. 

, 73- , ' ■ 

" . • ' • '87 • \ , . \- 



* Oefaulter .Analysis ^ ' * • ' . 

^ , - ■ ' \ » 

A primary- i^rpose of this ^tudy was to develop an ^accurate characterization-- 
of defaulters, an assessment of the strength of the default phenomenon in the 
^ GSL program, and models to aid decision-makers in predicting defaults and' de- 
..ve lotting appropriate policies. " ' . 

lliis section of the analysis is based on the survey instrument comoleted 
b>' lenders, regarding individual borrowers. This instrument contains informa- 
tion characterizing the borrower population in terms of its client relationship ' 
to t'he lenders. It provides aggregate "information on the distribution of loan 
status, the tv-pe of business relationship between the lender and borrower bofh 
before and after the, loan was made, and financial information concerning re- 
pay-mcnt terms, lump-sum payments, number of late ^payments /etc. The survey ' ^ 
contains S'bout 660 responses on defaulters. 

In the following discussion, all default rates represent historical esti- ^ 
mates of the proportion of borrowers who eventually end in default con^ared 
with the total number of recent borrowers who have entered repayment. . they 
do not measure" the impact of recent polic>- and administrative .changes, in the 



program. 



r . Survey Results^-Borrower Surve;^ Completed by Lenders 

^ ^ Table 22 displays the relationship -between the two principal measures of 
.default used in this survey.' The first^ iflfasure is a detailed breakdown of 
various Joan statuses fQ.l). The second, me^ure is response to the question 
"Has this borrower defaulted on repayment?" (QvS2). 

Table 22 

RliLATIONSHir OF .DEFAULT MEASU'RE 
< (percent) 



m 

Has Borrouer\^ full 
DefaalreJ" 

^ , 


In Re- \ ... 

— ^ — 


\rrear^ j [Vf.ujlt 




Still 
School 


Deferred 


tJnknouTi 


Total 

*> 


i" 1 J i.m 
\ ! led 




\o 
C 1 a 1 m 
Filed 


' 1 

' HaijV : lV>ath 
^ruino 1 Hi-^ahi 1 it\- 


• 

He .fault 


Repaid 
tithe r 
Part 


t e - 

■ > . S 


T----- 


1 „ ^ 

■y, 




:i.(^ 
1 


. I ■ 
1 .' 


9(1. 4 




2.9 
. 1 


0 
0 


18.9 . 
,9 


16.4 


> 1 . " 


,- i^- ■ 


l-.S 

— : ^ 

1- -J \ 


* - h 
.4 


"1.4 
..4 


9^.1 
.8 


100 
. 3 


81.1 




\ 






..S 






,8 





"1 A^V^ 
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Table iy^ej^eals,. certain inconsistencies in the classifications. How- 
ever, tJ^^^^^jgi^^g^er^^ and do not materially 'affect the default rate 
estimates. The f irsFTda^-pSlJ^msistency ^i^ For "example; 
2 percent'^^f-thtTse-ei^^^ ^^^^^^^''^^^^ classi- 
fied *"in reWyment" by the fir'sT^m^O^^ second^type of inconsistency 
has a reasona^le^explanation and tends td^nmlicate whicn indicator is moi^e 
reliable. Thi'^ category includes 2 percenj: o^^^.the defaulter? by the second 
ineasure classified.- as paid-in-full by the .fitst. In ©ur s\te visits, we 

that lenders often marked repaid loans'''^^' "paid-in-fui;L"-- without re- 
_ . the sSurce "Of the payment . A third cate'lja^y of inconsistency covers 
class if ickt4,ons not entirely based in fact. For e>^inple, by the first mea- 
^sure, certain c4^aims were in arrears, but claims had- not yet been filed. For 
these Loans, a suiB^antial proportion were counted as defaulters by the 
second measure. . x 

■ I*. 

Under the as.sumptidn that raqst of the bqrrowers in arrears will in fact 
default, the best estimate of the Mstorical borrower default rate is- 
16.4 percent ±1 percent. Under\the as^i^j^mption that ambiguities are resolved 
to lower the default rate estimates th^ ha^t estimate becomes 13.5 percent 
tl percent. In any case, the historical borrower ^default rate is jDOuncJed be- 
low by 12.5 percent and above hy l7. 5 percent. '"This, of course, reflects 
estimates based on data gathered in early; 1974. \ 

. No adjustment will be made to the two iteasures df "default in the following 
descriptive analysis other than th^ previously. mentioned nonresponse adjust- 
ment'^ and the reader, is' advised td remember possible errors in each measure. 

Defaulters cannot be differentiated from non^efaulters in terms of the 
financial character .of their aggregate program participation. Tables 23 and 
24 show that the mean indebtedness of defaulters is^lpwer than for nondefaul-' 
€ers and'alsQ that^ the mean number, of loans is 1 oVer . \ Howev^ > in a practifal 
sense, a useful decision -making criterion cannot be estM)lished because the 
population standard deviations '^re very high relative to' the difference in 
me^s, thus indicatiiig a significant overlap in the populations. 

Tlie analysis of borrower data showed the inverse re lationship be- 
twecn educational level.. .completed and default rate . That result is 
consistent ".with a lo\ver mean humber of loans. On the average, defaulters 
are in the higher education system for a shorter time, and consequently 
take out fewer loans and attain lower academic levels than'nonde- 



0 4 

Taulters. Tables 25 and 26 display correlative results, showing the mean 
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Table 23 
AVERAGE DEBT BY LOAN STATUS 





Amount of Loans 


'Borrower Statas 






Standard 


W(*i irhtpH 






Mean 


Deviation of 








Population 
* ' 


Cases 


Paid in full ^ 


$ 


1 , 023 


$ 676 ' 


OIL 


In rcpn/niciU 




1,826, 


1,174 


1,820 


Deferred after payment began 




2,025 


1,247* . 


24 


Arr'cars — claim filed 




] ,260 


v609 


58 


Ar(4.ars no claim filed 


c 


l,4r>5 


995 


162 


l/ofavil: hankiuptc)' 




1)525 


1,6.S1 


13 


Def.iult death 




1,928 


1,107 


23 


Default disability 




1,422 


' ' 917 


421 


Repaid orher party 




1,400 


922 


14 


Still in school 




1,842 


1,153 


45 


Deferred 




1,694 


1,194 


7 


Cancelled 




m> 


344 ' 


2 


u'nknO'ATi 




1,92B' • 


L,294 


30 


Total 




1,550 


$ 1,080 


3,492 


Hds borrower defaulted? 










Yes 


$ 


1,482 


i 1,029 / 


573 


K'O ' 




1,588 


1,109 


2,568 


. Total. - 


$ 


1,569 


$ 1,096/- 


3,141 



Total cases «= 3,503. 
Missing cases = 562 or 10.3%. 



Table 24 

AVERAGE NUMBER OF LOANS BY LOAN STATUS 





Number of Loans 


Horrov;er Status 


Mean 


o Standard 
Deviation of 
Population 


Weighted 
Cas(*s 


Paid in full , . ^ 
" * In repa>Tnent 

Deferred after pa)Tiient began'' 
Arrears claim filed i 
Arrears no claim filed 
Default bankruptcy 
Dc* fault death 
Ik? fault disability 
Repaid other party 
St i 11 in school/ 
\ Deferred ■ ,^ 
Cancelled s , 
Unknown ^ " - • 


' 1.3 

1.7 
■ 2.0 

1,1 

1.4 V 
" 1.1 
1.8" 
1.4 
1.1 
1,8 
1.8 
1.0 
3.0 


0.8 
1.1 
1.5 

0.9 ' 
. 0.3 

1.] 

0.9 

0..S 
. 1.3 
^ 1.7 

O.tf. 

0.0 


838 
1,793 
21 ' 

162 

23 , 

\ \414 
V-14 
\U5 

\ 


Total 


' 1.6| • 


1.0 


3|390 


*- 

Has, borrou'er de (faulted? 








Yes 
No 


1.5 
1.6 


' 0.9 

1.0 • 


557 
2,476 


' Totdf 


- 1.6 


1.0 


3,033. 


Total icases = 3,401. 
Missiife^ cases = 368 or 10. 8?;. 
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Ta^le 25 

AV'liRAGE MONTHLY PAYMENT BY LOAN STAJUS 



Borrower Status Q 


Monthly Payment 


Mean 


Standard 
Deviation of- 
Populatian 


Weighted 
Cases 


Taul i:i ri.ll 
I., n: - 

IWjrii'.l jtii r p.iVii.onT began 
•\i MM! ^ - clAij^, filed 
\nv.ns -Srt^Tlaim filed 
I> ' .''if uik riTj) tcv 

.:.:r - Ac:\ih 
I' l :>ilr -- ^li^.ibility 
!•( lui Ker 'Mi'ty 
St ill in schoo 1 
Deferred 
Cmocl led 

Totr.l 


•v ^l . K 1 
^ 'U . O 1 

3s!h.3 
32. IS 
35.09 
39.08 
40. 3S 
32,4.3 
3l,hff 
40.49 
164,84 
30,00 
$ 37,07 


^ 1 >1 , Hi- 

IS, 74 
22,r:4 
6. IS 
12,02 
17,*<U 
8,S4 
8.40 
9.2.3 
16. SI 
302.15 
0.0 
$ 18.75 


bC54 
1,747 ' 
22 
39 
111 
4 
6 

198 
10 
18 
3 
1 

21 . 
2,773 


borrower defaulted? 








Yes 


$ 33.95 


$ Uf.92 


363 


Xo 


5". 74 


22.51 


2,289 


Total 


.$ 37.21 


$ 21.31 


2,661 



Total casc^ = 3,503. 
Missing cases « 843 or 24.1"^ 
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Table 26 

RJiPAYMBNT PERIOD BY LOAN STATUS 
(months) 



Borrower Status 



Rcp.iy-nuMir'Nporiod 



Mean 



f .ivi Ml full 
In t . "[M,- ic^nt 

I " tc r rcv 1 a ^' 1 0 r y a>Tien t began 
A: !(',. i^r. - - c 1 1 1 11 f: led - 
\i r'Mr^ -- no claiin filed 
: < ♦ uil r - 5 hnn-.raptcy 
i'v' -- d.Mi"!. 

.It dis.d,il i tv 
i .. . i .'thcr iiartv 
L X 1 in scTi^ol 

C.u.cj 1 led \ 
Unkncwn \ 

Total 



iivo b^>riG\^er d-'fault^-d? 



Vcs 
No 



Total 



2\A 
5*^.7 
65.8 
4". 4 
50.0 
61 .0 
07.1 
14.4 
4t,.S 

72.4 
5.0 

50.1 



46.9 
50.7 

SO. 2 



StandarcL 
De\n.ation of 
Population^ 



IS.O 
28. 6 
27.4 
29.4 
29.3 
38, 2 
31 
20 
31 
40 
30 
0.0 
20.6 



29.0 



28.5 
29.10 

29.0 



Weighted 
Cases 



573 
1,716 
22 
37 
108 
4 
4 

192 
10 
17 
3 
1 
21 

2,716 



347 

2,251 
# 

2,606 



J ;t.i 1 r S = 

Miss;r.^ i-ases = v^97 or 25.61. 
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^ ' repayment period and monthly payment amount for defaulters to be signifi- 
cantly less than fot nondefaiilr^rs* These two tables excluded the approxi- , ^ 
mately one-third of the defaulters for v\^iom repayment terms could not be 
^ established. * / ^ 

The default Ate is not related to the number of loans held by th;e bor- 
rower. In addition, the proportion of borrowers v^^lo make late payments is 
unrelated to their total number of loans. Tables'^Z? and:^ display the n'e le- 
vant results. The relationship between number of loans and mean indebted- 
ness is shown in Table* 29. It indicates that the lack of relationship -be- 



tween default rate and number of loans would carry ovrfr if .indebtedness had 




r 



Table 29 
AVERAGL] DEBT BY NUMBER OF LOANS 





Indcbtodness 


Number 
of I.oans 


Mean : 


Standard 
Deviation of 
Population 




0 


$ 642 


$ 93i y 


^ 303 




1 


1,097 




, 2,031 




2 


* ' 1,877 , 


763 ' ^ 


"X,^ oil - 




3 


2,b27 


1,008 






\ 


3,599 


1,177 


lS>v 




S or niorr 


^ ,011 


1,500 


6'^ 






The survey instrument contained several questions concerning the re- 
lationship of the lender to the borrowers and their families -before the 
student loan was drawn. Table^D ; /hi di/cross- tabulates borr^w^vstatus 
by whether the borrower was a previous ' customer, shows^^^piat tj^e prevsious 
account relationship doe^^ differentiate defaulters from nondefaulter^ . . 
Excluding default by death or di^ability^ the table -indicates that 5.7 
percent of the borrowers Mio were previous customers de£aulted\nd that 
another 3.5 percent were s\ignificantly in arrears. For the other group, 
12.7 percent defaulted arid .there were another percent with claims' in. 

Table 30 . . t • 

CdMlNGfiNCY l'/\BLK [•OR.FAMiLY ACCOUNT RI-LATIONSHIP BY LOAN STATUS 
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process. ' Table 31 provides that same type of tabulation using the second 
default measure (Q,52). From it, 10,2 percent &f , the 'previous customers 
defaulfed^cpm^red with 19,8 percent of the coinplfementary group: 

Irv-many cases, borrowers have no account relationship with any lender 
are known to the lender only thrpugh other family account^. Table 32 
displays* the cross -tabulation of '^previous account felation^lrfp^with family** 
by the first default measure.. Table 33. pravides similar irtformation for > 
the second m\^asur^. • ' ^ 

Table 31 

CONTINGEYCY ^ABLE FOR BORROWHR AcCOUNT RELATIONSHIP BY LOAN STATUS 







Borrower a 
Customd^r? 


Has Borro 


ver Dbfaultecf? 


Total 


Yes 




No 


Yes 


^ 126 
10. 2^^ 
32.4?o 




i;ii4 

89.8 V 
51 .01 
r ^ 


l,^24d 
48.2% 

■ ;/ 


No 


263 
19.8% 

67. 6°^ 


1,068 
80.2% 
49.0% 


1,331 
. -Sl.'SI 


, • Total 


^ 389 
15. U 


2,182 
84.9% 


2,571 

ion.0% 



. ■ ■ ■ ■ Table 12 
CONTINGENCY TABLE FOR BQjRROTOR ACCOUNT RELATIONSHIP BY LOAN STATUS 




"\^Vjri' cr Still II'. 
Borrower 

a Custoirr ' ^"x,^^ 








Arr. 


.irs 


Default 


Repaid 
Other 
Party 


Still 
in 
School 








in 
Pull 


In Uc- 


Iicfcrred 


'Clnim 
Filed ' 


No 
(* 1 -T i a 
Pi led 


RjLs!.' 


De.ith - 
Oisnbi li ty 


Defatilt 


De^rjod 




Total 


Yes 


49f 
, 35 , 01 
5 vft\ 


7:2 


9 

0.7: 
51. M 


R 

0.6'- 

17.lt. 


41 

r4 . B'i 


9 

0.6*. 
76 . 8'. 


In " 
iSoi 

61 .0; 


73 

- 2&'7\ 


4 

0.31 
77.0*. 


29 
2.1U 
66.8! 


2 

0,2*. * 
45.9t 


1 

O.l'. 
50.0*. 


i,4o: 

49, n 


No 




46 . 8\ 
48.4", 


0 

' 4R. :: 


38 
2.6'. 


^7 
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23.2; 
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0.6t 
39. Ot 


ISO 
12. Si 
71,3; 


10 

o.n 

73.01 


14 
1.0^ 
33. 2^ 
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0.21 
54.1 J 
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0,1". 
50,0'. 


1,44S 

50 . h\ 
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91f) 

:2.:i 


49. r 
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0.0; 


46 

1.6: 


119 


11 

L — _J 


22 

o.s; ^ 
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• 8.9A 


0.5; 
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1.51 


5 ■ 
' Q.2\ 
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2,54- 
100. 0'j 
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Tabic 33 - . ' 
CONTIKGENCY. TABLL' FOR FAMILY ACCOUNT RHL\TI0NS11IP* BY LOAN STATUS 



/ Fandly a 
/ Customer? 


Has Borrower Dpfaulted? ' 


.Total. 


■'Yes / 


^ No ■ 


^ Yes' 


■ 108 

8.0% 
40.7^9 


1,240 ' 
92.0% 
69.9% 


1,348 
66.1% 


No ' 


158 
81 
59\3% 


535 
77.2% 
30.1% 


692- 
33.9% 


Total 


266\ 


1,775 
87.0% 


2,041 
100.0% ' 



It 



tiorrowers are, a priori, almost ' three times as likely to default if ther< 
is no previous family relationship with the lender. By the sefomd measure, 
only 8 percent of the loans^ made in the presence of pre\^rous family relation 
bhips end in defauj.t, while 22.8 percent of other loans do. Similar results 
apply to the first measure. ^ * 

nic next variable to be considered is whether or not the borrowers com- 
pleted their in tended academic progranis. 

Table 34, which cross-tabulates the second default measure by the com- 
plction--o£-program variable, shows that 37 percent of those not conipleting 
tjicir programs default,- while only 11 percent com pleting their programs 
clo. Looked at differently, ^bout 55 percent af all defaults come ftom 
those who do not comi:)lete their program^. - ' . ' 

1 A common complaint is that / lendSrs are^unable to locate borrower$ and 
dir& thus unable to convert the borrowers to repayment. Tlierefore, th6y 
must file claims to recover their fiunds. Table -35 demonstrates that 53 

percent of the defaulters neA^er. had repayment terms established. It should 

^ *> •» * 

be noted that the 6.8 percent of the population m this table that docs not 

default and does not establish repayment terms is not in ^rror. It includes 

those people who pay off their loans in a lump-sum before repaymefi|: /is 




' TabJc 34 

KtINGUNGY TAliLE rOR PROGRAM COi^IPLETION BY LOAN STATUS 



/ BorrOTVCT: 
. Fifiish 


Has Borrower Defaulted? / 


"-■Total 

•-. / 


Program? 


Yes 


: . -No' /■ 


Yes 


199 
IQ.9% 
44.8% ■ 


1,6/4 

S9.1%- 
,'79.6% 


1,823 ./ 
73.4% ^ 


No' 


245' 
37.0% 
" 55.. 2% / 


417 
20.4% 


26i6% 


"Total 


# 444 

17.9% 


2,041 
82.1% 


' 2,4'84 
" 100.0% 


' -Table 35 

CONTINGIuNCY T,\BLE FOR Rj;Py\W.NT JHRMS ESTABLISHEd/bY LOAK STAtUS 

« -"^ « / it. (A 


Rcpfiyment 
■ ° Terms 
Established? 


Has Borrower Defaulted?/ ■. 


, Total 

\ ■ " 


" Yes 


No/ 


— 

Ye:^'^ 


432 
13.5% 
66.3% 


/86.5i 


.3,19/5 . 

< — — 


No 


220" 
46 . 7% 
33.7% 


/ £251 ' ■ 
/ ,sS3.3|i ■ 
■"8.3^ 


471 
_ 12.8% 

*. 


Total 


652 
17.8% 


3,01M 
8212% 


3,663 

ioW..o% 

^ ^T— ■ 



required to begin. In terms o£ thos% with established repayment^' terms, the 
djsfftult .rate is only 13.5 percent. . : ^ 

' Many lenders believe that i£ a borrower can be converted to r^ayment 
aftd Start paying,, the probability o£ default is substantially lessened. ^ 
Tabie 36 depicts -the .relationship between default Tate and whether or not 
any payments- were made by th^ borrower. It^shows that the. default^ ra^^e for 
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those who make payments is 11 percent conqjared with the^^verall estimate of^ 
17 percent- In that table, a surprising proportion (13 percent) of the . 
population did not make any payment and did not ^default. This can be at- 
tributeo^ either to errors or to the f^ct that other sourcife may have paid 
off the loans (such as the borrower's family). ' Tables 37 shows that almost 
no defaulters make any lump-sum payments; ^ [ 



Tabic 36 * 
CONriNGiiNCY TABLE FOR A^iY OF LOAN" REPi^^ID BY LOAN STATUS 



Any of 


Has Borrower 


Defaulted? 


Total 


Loan Repaid? ^ 


Yes 


No 


Yes 


278 
■ 11.0% 
44.5% • 


[- 

2,254 
' 89.0% 
84.0% 


? C n9 
i. , D JZ. 

76.5% 


No - 


^ 347 
44.7% 
55.51 


43p 
55.3% 
16.0'% 


/ / / 

23.5% '■ 


Total 


625 
18.91 


" 2,684 1 
81.1% 1 ' 


3,309 g 

ipo.0% 




.Tabic 37 






CONTINGENCY TABLE FOR ANT LW-SUi^I PA^^ENTS BY 


LOAN STATUS 


Any 
LuiTip-Sum 
Pa>TBents? i 


Has Borrower De faulted?* 


Total ■ 


•Yes 


No 


Yes 


31 
4.5% 
■ 6.4% 


662 
95.5% 
25.8%' . 


695 
■22.7% 


No 


452 
19.2% 
93,6% , 


1,904 
' 80.8% 
74.2%. 


-2 , 356 
77.3% 

{ 


Total 


15.8% 


2 , 366 
84.2% 


3,050 
100.0% 
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. information from the AIES school file was related to the survey responses. 
These variables refer to the borrower's intend|>dr^chool and not the actual 
school attended (although there is a close ^<i6nnectipn) . The |)rogram type and 
school control variables were aggregated to be consistent with previous studies. 

Specialized and' vocational schools have an estimated default rate of." 28. 5 
percent, more than 100 percent higher than universities and colleges (12.6 ^ ^ 
percent).' Junior colleges and institutes are intermediate, with an estimated 
default rate of 12.6 percent. In terms of school control, proprietary schools 
have a rate of 28.8 percent, much higher than public schools, with 10. 7 per- 
cent, or private nonprofit schpols, with 12.2 j^ercent. 

Vocational, schools do not always act as direct lenders. Using the lender 
type variable, the default rate for vocational school direct leaders was esti- 
mated to be 46.9 percent,." Other high default rates were Estimated 'for savings 
and loan associations' (26 percent), and for miscellaneous institutions „ (23 per- 
cent) . Miscellaneous institutions is an aggregation of insurance companies , 
mutual savings baniks, nonvocational academic institution lenders, direct state 
lenders, and .miscellaneous lenders. National banks»/had r^tes of 12.1 percent. 
The best perfojnnance was by credit unions, with estijnated rates 7.1 percent 
(see Table 38 ) . . ^ ' . 



Table 58 

DITAUI.T PATLS FOr'^SLI I CTU) OH \'ARIABI.i..S 



Selected Variableii 


Default 'Rato ^ 






. . ' Lender Typo 




National Banks 

State Banks FDIC 

SavinRS and Loans 

Credit Unions 

Miscellaneous , * 

Acadcniic Institution- vocational 


12.1 
14.4 

/. 1 
23.0 
46.9 


Program Type 




Specialized. and vocational 
Junior College*? and Institutes 
yniversities and Cblleges 


28.5 

r.5 

12.6 


School Control 




Proj^rictary ^ 

Private- nonprofit ^ 

PuhJiic 

Unlmoici , 


28.8 
12.2 
10.7 
39.0 







LENDER SITE VISITS 



SITE VISIT PLAN 



This task o£ the original proposal called for personal interviews with 

lender officials at approximately 40" lending institutions around the 

f ' ' ' 

country. Selection of these lenders for visits was based on several cri* 
teria. Although the sample \vas .intended- to be constructed of representa- 
tive institutions, the sample size Vas- much too small to be statistically 
ri^presentative of the universe of lenders. Rather it was intended to in- 
cjldde some representatipn from each of the varieties of significant lending 
l/ypes and situations^ encountered in the program. 

RMQ originally ipequested nominations of interesting lenders, from the 
/Division of Insured Loans of OE based oh certain desired charge t eristics*,. ^ ' 
i.e., very high default rates, very low default rates, large banks, small 
banks, lenders with strongs commitment to the program, ^ lenders .recently dis- 
tontinuing participation, etc. After obtaining suggestions in these areas 
from various regional offices, the Division of Insured L^ms provided RMC 
wi^,^a list of sviggestions.' This list was^ngrrowedr^rcrthose in the original 
RfC sample of 784 lenders and merged with other <iata RMC had collected on 
^^^l^^^^^^^afl^^ ^This list then served as -^43Q^^ RMC's choice of 

lenders to be visited and interviewed. For efficiiSnt. use of limited travel 
funds ^ the cxltdTien--xit^^^ was alsa used. This oc- 

curred through the^ selection of additional interesting ien^ers once a given 
city had been,^ chosen because^^rticular lenders on the OE list were located 
in-lhe same city. For example, bnb^^the Bank pf America and United Cali- 
fomia Bank were both- identified as j^t^desirabl^^ interviews^ RMC then 
, selected several other ]^nders_±HP%ds several days of 

visits in the are^T In that. particular case, another very large lender, 



ERIC 



85 



99 




two 'Vocational schools acting as direct lenders, two savings and loan associ- 
ations, and a small life insurance company were included. Similarly, when 
we visited three of the largest vocational school direct -lenders in Chicago, 
we also visited two large commercial baiks active in the program. In this 
way, RMC obtained a final sample of lenders that represented various types 
of problems and activities in the GSLP. In addition, use was made of in- 
teresting lender situations discovered as a result of the questionnaireg re- 
turned to WL from the lenders. 

SITE VISIT PROCEDURES , 

Prior to our visit, appointments were made by telephone with^the^Tti rector 
of the Guaranteed Student Loan Program at each selected lender. With rare 
exception, we found the ^lender officials to be receptive jto our visit and 
helpful in our search of information. The opportunity to explain our pur- 
poses and establish a 'face-to-face rapport proved to- be important. For ex- 
ample, in many cases, the staff members of the lending organization were orig- 
inally reluctant to provide full answers and were sometimes defensive in their 
, answers. However, the same persons were almost always much more cooperative" 
and helpful later in the interview. fe^ja^ajs^^gasaSj^^ were 
^able to provide specific answers because the information was not laiown or 
vailable to them. Th\s was particularly true in the areas of costs of 
operations and specific default data. Records of the lenders were often 
not kept in a way that' allowed ready answers to our questions. 

These site visits provided useful background infoimaticn on each of the 
typ&s-of lenders mentioned earlier. While this sample group of lenders was 
constructed tl^^-r^^esent a rang^ of relevant criteria, it was not intended • 
to be exactly representative of the lender universe. Even though comparison 
among and across the lenders was ^conducted, most of the analysis treated 
them as case studies. The' anecdiDtal information obtained in thi^ wayxhelped 

in interpreting the results of the broader survey. ^ 

The agenda for the interviews at the various^^^ites ob\tioj3ed^ varied from 
site to site, depending on particular features of the J^iit^^. In general, 
however, the following subjects were pursued to ^ the extent relevant at a 
given site: 

• reasons for defaults; 

• effects of defaults on participation; 

detailed exploration of both positive (enc6uraging participation) 
and negative (discouraging participation) features of t^he GSLP; 
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greater detail about the costs o£ tiaindling GSLP loans; ^ 

how the lender provided access to potential borrowers, especially 
for those who at^tended proprietary schools; 

how the lender was organized to handle GSLP loans; 

major changes in GSLP procedures that the lender wanted to see 
implemented; ^ 

alternative student l^an prpgrams and institutions that t|ie lender 
preferred to the current scheine; 

factors 'that encouraged Increased participation (in terms of > 
funds committed) in the GSLP; and ' 

exploration of oth^r organizational ties (e.g., parent cooperation, 
, branch, or edu9ational institution) and how these 1 inks ^ affected 
lender policies relative to GSLP. 

The actual visits to lenders^ were carried out during the fall and wintex ^ 
of 1974. Lenders were' visited at the rate of about two per day and inter- 
views lasted from one to two hours each, depending on the interest of the 
interviewees, the complexity of the operation, and its problems. Often two 
or more individuals fran various operational levels were interviewed for a 
particul;g(r lender. This procedure surfaced comments and problems from all 
points of view. and proved very helpful toward RMC's understanding of the 
actual operational aspects of GSLP. y 

At the completion of the site visit phase of the project, 37 lenders in 
• siHocations had been interviewed. The distribution by lender type and mean 
numbei\of borrowers for each type is shown in Table 39 . Three of the 13 lende^ 
categories were not represented. However, the proportion of borrowers receiv- 
ing loans from tljlese three types of lenders make up only 1 percent of all bor- 
rowers in the GjJLP. It was felt by RMC that the omission of these kinds of 
lenders from tpe site visit phase of our study would not sig;nificantly affect 
the results. 'In addition, one visit was made to a special type- -the center 
that serviced G^LP loans for other .lenders. 

DATA ANALYSIS 

Since the format of the site visit interviews was generally free-flowing 
and nonstructured, the analysis undertajcen was primarily subjectivfe. ^ Even 
though the, group of lenders interviewed was not (nor was intended to be) 
representative, RMC examined the data across lenders in a comparative fash- 
ion with the goal of maximizing , insights and information transfer. The in- 
formation is provided here for the same purpose. 
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Table 39 

GSLP.SITE VISIT SAMPLE DESCRIPTION 



Lender Type 


Number 
Visited 


* Mean No. of ^ 
GSLP Borrowers 


1. 


National Bank \ 


10 ~ 


— t ~ 

10,224 - 


2. 
• 3. 


State BanXp-FDIC 'v 

State B^--Non-FDlC 

' ■ 


0 - 


6,921 
- 


4. 


Federal Savings and Loan 


2 


3,337 


5. 


State Savings and Loan, 


2 


1,289 


6. 


Federal Credit Union 


1 

A. 


111 




State Credit' Union 


n 




k Mutual Savings Bank 


2 


1,722 


9. 


Insurance Company 




265 


10. 


Academic ~ Institution- 
Higher Education 


0 




11. 


'Direct State Loan 


" 1 


. 44,009 


12. 


Other 


2 


U,413 


13. 


Academic Institution-- x 
Vocational Education 


5 


14,110 


1^. 


GSLP Servicing Ceifter 


1 


110,000 


Total 


37 





a. Borrowei;s include only those loans that have -reached repayment stP-tus 



/ 




A comprehensit^ site visit report was prepared on each lender for in- ' 
temal RMC use, a^d from these reports two analyses were developed. The 
first of these Qoncerried the identi,fication of characteristics of each 
lender that^app^arqd (in the eyes of the lender and the RMC analyst) to 
have had a posiitiye effect on GSLP activities. • In addition, a list of po- 
tential or ^xi^ting -problems was also developedT. Appendix E presents a ^ 
summary sheet for each lender listing those positive factors, problem 
areas, and major characteristics. Lenders are identified only by descrip- 
tors and not by jiame. This was done to preserve the cdnfidentiality of 
the' interviews. From these lists of attributes and pro|)lem areas, two 
matrices were produced. • Each matrix lists lenders in order of decreasing 
default fate (defaulting -borrower/borrowers reaching payment status) as 
t-hc horizontal dimension, with attributes and problems as the vertical di- 
mension. 

Table 40 shows the potential or existing problem matrix. Each x in^ the 
matrix desrignates the mention of a particular nroblem by a lender. The 
columns on the righthand side of the table show subtotals. of mentions for 
the grotp of lenders on the lefthand side o£ the table (those having the 
highest default rates), those on the righthand side of the table (those 
having the lowest default rates) , and the total number of mention^ for all 
lenders. ^ ^ ' : 

A look at this table will show no striking differences in the two groups 
of lenders. The total number of mentions for the high default groups was 94 
compared with 72 for the low default rate groups; This relationship poiiits 
in the right direction, but could not be labeled significant in RMC's opiniqn; 
A proper phrase describing the results of this analysis might be: no signifi- 
cant relationship could be shown between the mention of all existing and po-i 
tential problem areas and the default rate (default iilg borrowers/bprrowefs 
reaching repayment status) of various lenders. \ 

Taking a cloier look at the subtotal columns, three problem ty^es seem [ 
to show a trend toward differences in frequency of . mention beftween ^^igh and ' 
low def.ault lenders. Tliese are: ^ ^ 
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• -jlow default claims payments, 

f decentralized dperations, and ^ . ^ 

• nt>xustomer xelatit)nship requirement. ^ ' * 

These differences-ylO and 4, 3 and 0\ and 6 and 1- -are not statistically 
significant, but do offer enough separation to be interpreted as- possible: 
trends with this small sanrple size. / * . 

The statements that can be made from this analysis are admittedly weak. 
However, it does appear that lenders with high default rates tend to men- 
tion the fact that claims payments are not made quickly enough more often 
than lenders with Ipw default rates^. Lenders with high default rates have 
a slightly higher tendency to be operationally decentralized than lenders 
with low defa-ult 'rates; and lenders wi|:h low default rates tend to require 
the borrower to have a customer relationship with them more frequently than 
Imxd^rs wit!) high default rates. ^ . 

Table 4l/ shows the matrix identifying the good points for each lender 
vis.tted.'* As^before, each x in the matrix designates a good popit or attri- 
bute mentioned^ bn the lenders or observed by RMC staff. 
^ Inspection oi\hi^Jt^^e shoW no striking differences between lenders 
with low .and jrfgh & fault rates. In fact, the high default group mentioned 
more total attributes^ (57 vs-*50) than the low default group, but this is 
n^t a statistically significant difference. ^ » 

Perhaps the most useful result of this analysis is to, emphasize the im- 
portance of the ralative total frequency of the mention column on the right 
hand side of Tabled 40 and 41. The size of the numbers can be Crudely re- 
lated to the priority with which Jthe specific problems shoujld be corrected. 
The items' near the top of the matrjx are those that appear to be occurring 
most frequently. On the Other hand, the matrix of good points does iden- 
tify tl^q^se attributes that appear t6 be having a positive effect on the 
larges/ number of lenders. * \ 

Ijlhile this analysis is useful to identify those areas that may be . 
causing the lenders problems and, therefore, will require the concentrated 
'efforts of GSLP officials to solve, Table 42 presents the reconmendations 
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T^ble 42 
RECOMMENDATIONS BY LENDERS 



RimWIM)AT10M.S 



O 

o 

^•^3 'i 



3^ 



PRj-:\iNyriATir)S; rrUir)!) ^ 

Iniprovc i'U progrjun- -.explain terms i'ullv 
V\'0 M . f I r t - >'£*a r s t ij^JcTvt 1 oan's 
(livc^oans only to -s-tudcnts. under J(>' 
\voul io<m!> for 4 years «f college 
• (live lo^i^ir? on ly. to ful^ ■ t ime tudcnts 
tiive oniiy one loiin -per •yed'r per student 
Avo 1 d vocV 1 1 ona f s t ut^ejii loans ' . 



10 



10 I 0 



Jj_5 1 



1 11 



KiHjuirt' co-tinkers'^ for all loans 
UtNlucc process inji for additional loans 
resit net ipns for ca^tomer status 
'Ukt; system iniljch acadei]^.i>c yfear ^ 



wrw vti Pi'uioi) 

j^cduce number ot docuinpnts required 
Ucduce application approval tijne 
Increase minimum vfami ly income requirement 
lliminate minimujn\fnjnll\' income requjVement 
StarVdardi:e retiuirJjment5 for students not personally 
, interviewed . ' 

Kedut. e number of applications lost by. Hi/. ^ 
liet .iccess to student '"^ academic records 
(ihtain method of evaluating student's potential 
Istciblish standard criteria of need and use it 



» 1 



:j\ \ I RRM. priuoo 

Kei|tn re schools To inform londers .of student stat;is chanj;es 
\1 lou f lexibi 1 1 tv for additional deferral time 
londiict pre-praduation interviews with students * 
Speed interest pavment^ to lenders 
lie special allowjince to economic indicator 
l.C'>'\ paper work for multiple disbursements" 
Contact students annually during deferral ^ 



_ i! : 1 

,1 
1 



Reduce length of grace period 

Con tact students 1 months after graduation 



kl'RVMl'Nt It.lUon 

'iimplifv loan conversion to pay out statvus 
lliminate vear repayment requirement 
Change p?ist-due [)hone procedu'res 



tIRS. SS, Post nffue. etc. ) to 



')s( other agencv records 

locate defaulters 
Hike governjTient pay interest from day of defiiult 
:isc private collection agencies to find defaulters 
Chanjip bankruptcy time to 5 years after graduation 



1 i 1 

. ' 1 



Shorten period -make prompt pa>^^lent to lender$ 
Re(|uire 01. pav princi))al and interest -• intere^it pa) ment 
ret roact i ve ■ ^ [ 



1 I 



I 1 



r.lM JUL cnMMl.Vl'S 

ClnrifvOI definition^ in witing- guidel ines • -no 

retroactive decisions 
Increase lender compensation 
I ach hank and -Sfd, service o\m customer 
1.1 iminate schools as lenders 
Strengthen requirements for eligible schools 
Separate academic and vocational school progra]n.s_ 
lorm tuition lenders association- -protect from 

unethical practices 
KsKiblish specialized- loaii service centers 
or sPav iost nf^ t rans lat ing documents into foreign language 
i liitHnate mo\a|>le maturity dates 

Combine 01 's g'rant program with C.SI.P ' 
shorten insurance billing time 

Have financial institution handle clainis for voc schools 

Set special allowjuice every month- -not c|uarter 

FXempt (iSLP from truth- in- lending, etc. 

lie CiSLP rate to prime lending rate 

improve (credibility) relations between Of. and lenders 

lenders should not determine a student's 

• eligibility for subsidized education 

• lender riot qualifiea and 

• lent(er has \^sted i^tyres t - -liQ profits from U 



I 

i| ! 
1 



1 ! 



1 1 I 

I 

2t 



1 J 1 



.1 



1 ' 1 



1 



1 '\ 



TOTALS 



2rf 



13 



18 
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o£ the lenders themselves. The tajXLe aggregates the recomnfejidatioils made 



by a^l 37 lenders, plOs^^die^i^enLoan-sen/icing .cSnte^ visited by RMC. The 
recommendations are organized vertically .by the order in; \^hich'' they ^Qftld. , 
'fall in the life .o£ a lodn, starting with the pre- initiation period and 
.fend^irig with the claims period. Within 'each majqr chronological category^ ^ ^ 
•types o£ recommendations are ordered by decreasing frecjuency of mention.'^ 
JThe horizontal dimension o£ the table ''identifies r^roiraneridation^ hy type - 
" of lender using^ OE's 13 categories. «y * . . ' . « 

The table is very; u^eful-iji identifying thdse areas- in wh'icih the; lenders ' 
.^feit (3iange waK required. It enabled the reader tb pick' these recommenda-. 
tions that are m^it^x>ne(|.with high frequency ^d al^o ideHti Eie^s ,^ through 
frequency of mention, whiph dhronological »c^t^gorie5 may require* the- rngst 
reforau^^ ' ' ' ' 

The reader can also.*compare difference in. frequency of menti,on By 'lender/ 
type if frequencies ^are 'fitst divided"' by the 'total number of lenders (first 
row of tabl^O.- While this' analysis cannot be conclusive /for ^separate, lend- / 
er types' (since. S'ample -^izes -are 50 small in any/one catpgorj^) , the break,- / 
out is presented' to* helpl understand possible causes and ."bo --Lkentify tren^ 
' ^^ijp^ f urtfier study. , 

SUI^ARY OF LHslDER-Cqv^^ ; ' .\ " ^ .^^^ ' - . . 

Neither individiiapL nor comparative "*tabuljar suiftmaries^ provide the reader 
with the flavor a£ the -actual complaints, .comment^, or recommendation^* 
. voiced by lender,? dur.ihg 'the site visit *'inrtQrvieufs. Admit 1:jedly*, 'therd is a 
wealth of^ tabular" desqriptive information^ 'froni these interviews that should 
be communicated to DE' staff responsible for planning, operating, and.eyalu-, 
ating the student loan. program. "This statement is true even though, th^ 
Qomments may represent only One person's -opinion and the groijp of lenders* 
^^^^ is not necessarily repr^sei^tative of the universfe of all GSLP lenders. •* " 
'Therefore., RHC- has prepared this- sectio^, which presents a narrative sum- 
mary of lender comments and suggestions, as a,' way , of capturing and communi- 
cating that inforRiat ion. ^Lit'tle or no ^attempt is njiade her« to evaluate or 
■ judge'Nthe^^o^^ actual words 'of the lender spokesmen- are use^ 



'wherever possible. For the reader's benefit, similar coinments "are grouped 
togethej and organized around* problems, that • /, 



* I ire inJierent in the present "structurQ of the 6SLP,' > 

II . result from OE's regulation and administration^ of the prograiri, 

In are related to school policies regarding the ''students ^who use 
the GSLP, and ' 

IV ;are caused by leftding institution practices. 




Each^of these area^ will be considered in tuiqn below. 

. I . /A numl^f of lenders directed^heir comments to the GSLP itself a3 . 
it is dufeently designed . 



A. lenders cited the low interest rate as a major faotor that causeii , 
"hem concern whenever they considered continued participation in 
"^e prograyi or a decrease or increase in participation. The giresenl 
tight money slt^^ation was given* as an important element in this re- 
quest for an increase in the in.terest rate 6r special allqVance. 
Many felt 'that the GSLP "interest rate should l5e directly tied to 
the p^-ime lending rate. They also would like to receive that in- 
. terest frorti the day of^ default wfei a" botrower fa-:^^^o-mak^ re- _ 
payment. ^ . , ' . / ^ 

Another major criticism of the program as seen by these/lenders 
conceme.d the diffic£ilty in convertiljg interim loans (in- school 
period) into p?iy-of£ loans, which, at present involves two separate 
^ operations. They see this process as- time -consuming and one that 
/Entails unnecessaiy paper work that adds to their acininistrative 

costs. They feel the total process should be combined into one . 
' loan.^ 

" Several lenders suggested that^ an add-on or revolving loan be made 
. available sb^ it would riot be n'ecessary to fill out a- full set ,of 
applications" and other- papers for each additional loan after the 
, original' Ipan^ has been approved.' One lender said this would re- 
*duce their paper work tremendously*'* This revolving typp of ar- 
rangOTent is commonly used by banks for pther types of'4oans and *. 
several lenders suggested the feasibility of using it with the 
GSLP. Qne -lender suggested adding an amendment to the original 
loan to serve the^ same purpose. . * ' . 

\k number of lenders representing vario^us types of institutions , 
suggested that any means by which the government could iri^ress 
upom students the importance of repaying their loans would be an 
improvement over the present situation.^ They felt that students' 
are convinced the federal govemment^will not press them, for pay- 
,ment or ,take punitive actions for defai4.t. One lender suggested 
..that some good government public relations might counter this idea.. 
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Another lender "stated that students who defaulted w^re aware of 
their obligation to repay, but on several occasions' this len(|g?^. 
had been told by stu^nt defaulters that they had nb' intention of^ 
repaying the loan. . , ; < 

ScHne lenders suggested that special provisions migliit be added to 
the legislation allowing, j^ferral during the Jjiteniship period of 
a do^ctor or dentist. A number of instancies were mentioned" by 
lenders ifhen'a doctor's low paying internship and residenty period 
made^, repayment very difficult. Although the number ^£ students 
that fall into this problem catS'gory *^is admittedly sjjfiall, never- 
theless, the p^Q^lefl^s real and- could be easily corrected by a 
special provision, thus preventing s-ome dexault^ a category 
that would not normally be expected to default well as again 
reducing the amount of pfiper work required while (attempting to 
obtain repayment from this 'group), ^ 

Ipte same sort of recanm^ndation applies to those^'^tudents who re- 
turn to school for graduate work in any field af tej: repayment has ' 
begun on a loan. Graduaste students in most areas ^re also usyaHy 
not earning sufficient salaries \o support a loan payment comfort- 
ably, especially if th^^^ave families or other financial obligations 
as well. (Apparentljy these lenders w^re not able to use extsting 

deferral regulations for^ these cases.). ^ - . 

„ . 

The general request by most lenders who copnented on this problem 
wa^ for more flexibility in the ptogram thd|: would allow them to 
adjust terms to meet the needs of the students when repayment prob- 
lems occur. V ' 

The problem of tracking students who default is seen by many lenders 
as one of the most costly aspects of the GSL prpgram. One method 
B)?"^i<fH;::t^^ problem might be alleviated througji the design of the 
program itself would be to include provisions in the) progrank that / 
would allow the 'lenders .to have access to other fe^^l government • 
agency records to locate defaulters . Agencie^-^^^^^^j^ffas the • Immi- 
gration Service and the IRS were mentioned in aSm^on to using the 
Post Office records as well as records from tiif NDEA'^d^the Social 
Security Administration: — - 

Another suggestion made by a direct school (i^ocati^ 
volved a basic change in the GSL program. In view of the reiat^ 
high default rate experienced by this type of ler^ery^^^y^cJiange 
seemed warranted, liie spokesman suggested that; since the govern- 
ment also offered a grant program through the Office of Educatio^Tr^^ 
this prograift might be combined with GSLP in such a way that students 
who needed money for higher' education and could not repay their^^ 
loans due to some valid reason, (i.e., lack of sufficient enplx^yment, 
personal emergencies, and "the like) be awarded ^ants. Instead of 
becoming defaulters, pbtaining a bad credit rating,^ and inl/^olving 
lenders in considerable time and expense in an effort to force 'th^ 
to' make repayment when they actually could not do so, these students' 
loans would be changed to outright grants. Thfe post to the govern- 
ment -Tvould be the same since the government giiarantees the defaulted 
loan. ^ \ . . f- 
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Another suggestion by a /direct school lender concerned the handlings 
o£ claims and collections. This type o£ lender is not ia professional 
lending institution and/ probably does not have the best knowledge 
and means by which to operate a lending program. The spol^esman sug- . 
gested that actual lending 'institutions or collection agencies 
^"Ihould handle the claiJDS and collection procedures and might real- 
istically expect better results as a consequence ..than when an edu- 
cational institution tifies to perform a lender's function. 

A ^suggestion regarding the length of the grace period was repeatedly 
made by many lenders visited. Most seemed to feel a period of not 
■more than six months should be allowed, while o^e suggested a three- 
month period in "lieu ofi the present nine- to- twelve-month period. 

Different suggestions were made regarding the GSLP regulations con- 
cerning the types of ins t illations, conside'red eligible ioi GSLP loans. 
One "large commerciaJL^baiTLk^sliggested thete jsHjjpld be^ two^^separate pro- 
gramsr one for academic schools and one for proprietary schools. 
Other lenders stated siJiply that the /requirement for eligible edu- 
cation institutions should be strengthened. To WL interviewers, 

- the consensus^ seemed to be that many lenders felt a number of insti- 
tutions were using^the program for their own advantages, rather than 

' utilizing the program for it,$^ original intent; i.e., assisting stu- 
dents to obtain higher education or professional trainings One. 

. lender suggested ^ttot a federal tuition leiiders' association should 
be developed to protect lenders and- students against unethical school 

^^practices. • ' - 

jp mutual savings bank expressed i^tfong conce:^i)/about the program's 
bafeic policy that makes lenders the judge of 'a student's, financial 
neftd and qualifications for a GSLP educational loan. The ' spokesman . 
• si^rl^ssed the point that lending institutions benefit from the loan 

transaction throi^gh e^arning interest. Therefore, he felt the lender 
^ should xiot^0^^ one who determines who to subsidize for higher 

educatippf^^ Ij[e suggested that schools have available infomation ^ 
' r^^a^rf^g^ an a^!^ jg.cant ' s educ^fefbnal history' 'fed potential and would 
he^etter judgesol . thel^^^pr^^ve likefihood of the student's success 
in an educational program 'than any financial institution. . Of cours^, 
\^is suggestion would not per^in to those educational^ institutions 
"^^^^ also act as lenders 'unde/^ne present arrangeii|ent^i 

A numbefoFTeS^rS^ use o^ a co-signet on a student's loan 

as a practice that had pro3iieed a significaiitreduction in ^default 
rates in their portfolios. Othei'" lenders - indicated they would re- 
quire' a co-signer if such a provision was allowed by the regulations: 



n, 



A sfecopd area "of concern to many of the lenders visited dd.alt with 
tliose matters :;>fhat we re^ directly related to OE's .y^ulations and adiiiin 'fetra- 
tion of the existing programs > 
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A corranpH request among these lenders for clearer definitims 

3rms and " guidelines \ for procedures to be .followed. The. mo§t • 
i repeated complaint was the ambiguity o£ the term "<Jue 
diligence'* as applied to the efforts a lender must make to ob- \ 
tain repayment on a mature loan, ..An example cited by onq large 
commercial bank ill^trates this point. The lender noted that 
OE had been returning to the lender and asking (requiring) the 
lender to repurchase loans for which the lender had coljlected' de^ 
fault claims, Ipxxi on which OE eventually found the stu^nt^^and :^ 
established repayment. 'The question was raised regarding at which \ 
point a lender had complied with OE's requirements. Why^ shoulcj 
the lender bi^ back a loan and entail further costs of administra- 
tion after it and OE have^alreiad^^ once that the ba^ik had 
exercised due diligence in trying to find^ the student? . BxacM^^^-^^.*?^^ 
the same position was, -stated by another coninercial t^nk lender 
when its state ajg^n^y had begun to return loans to^ it under . ^ . 
identical" circumstances. This lender took the position xha"|: it 
wa^ not obligated to take back these Ipans^since the initia/l re- 
quirement for default had been established.'- ■ ^ 

The above decisions were considered by the lenders as being retro- 
active in nature, 'as well as being inconsistent with other actions 
taken by OE, The lende-rs stressed the point that OE shoiild not make 
retroactive decisions that modify existing contractual loan ar-^*^ 
rangements. Such a retroactive effect sometimes creates^ J^ss posi- 
tions in existing loans that a lender cguld have otherwise avoided. 
Conducting operations on a business-like basis that honored contracts 
was iinplicit in these recommendations • One lender spokesman said 
(and several others implied)* that the difficulties the^ experienced 
with OE's management of the prograoi i^iere among their primary reasons 
for withdrawing or drasticall)^.-rgiducing their participation in GSLP. 

Many of the lenders RMC yi^ited cited similar problems • Suggestions 
were' made repeatedlv tliat OE supply some clear, consistent written 
guidelines that wpuld clarify ambiguities within OE's instructions 
to lenders,, Qne*^ lender suggested these guidelines should be pub- 
lished by OFquarterly and should contain nontechnical teprminology 
that v^^j^mclvde special regulations and a section thatl documented 
spe9ific types "of problems. J ' \ 

^.^Sniother area of complaints centered arouAd OE's sljowness, \he long 
time involved in obtaining "i^^rx^als of loans by dE, and rebayment of 
claims. The first area is one yOf inconvenience and frustration to ^ 
the applicant. Reports of waiting four to six weieks for approval, 
were commonplace. However, the second area often resiilts in lis^^s of 
money to the lender. L^nSers requested that the government ^lay'^in- 
terest from the day of default for all loans to reduce this cost\ 
to the lender. Long delays in receiving payment from OE after de\ 
fault claims were filed was also commonly cited by lenders. These \ie 
lays ranged from one to six months. Several lenders brought out e^ 

' amples of these. dated claims and showed them tolthe RMC ihterviewers ^ 
to substantiate their statements. . . . ^ • , 
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Another OE delay was described as « 45- day waiting period 
lender to receive payment for the quarterly invoice covering the 
special allowance, a factor that was cited as adding significantly 
the operating costs of lenders. Yet another exanqple of OE slowness 
was in the pre-claim assistance area, where it took a minimum of 
45 days (and more often close to 90) for OE to provide\.sf 



C. Lenders who expressed a desire for a dec:^ase in paper woS^cited . . 
the earlier -mentioned OE delays as increaSfing their paper work loads. 
Likewise, the lengthy and numerous forms required by OE for each 
'Step of a loan's processing were mentioned as a-part of the exces- 
sive paper work. When terms are ambiguous and need written clari- 
ficatibn, the papjej* work load for the lender is also increased. This 
one^comment was consistent among all types of leiiders visited. Lenders 
find excessive paper work increases the costs of the GSLP^ for them ^ 
and, since the program operates on a basis that ^provides them less re- 
turn on their money than similar loan programs, they strongly object 
to any excessive paper Work connected with suqh a program. Another 
" area that was cited as causing large amounts of paper work was the 
way in which multiple disbursements have to be made. One lender sug- 
gested a special fund might be set ^ip ' throtSgh the schools to handle 
these disbursements. 

n. Many lender^ requested a change in OE's special allowance which 
was cited as inadequate in the face of, the present tight money 
sitiaation. - An increase in the special allowance or the interest 
rate would help the cost situation considerably in the view of most 
lenders interviewed. 

III, Many lenders saw a basic problem in wha^t they felt was a lack of co - 
operation from the scliools that benefited from the, GSLP , 

A. The area most frequently mentioned was that concerned with obtaining 
students' stattis reports from the educational institutions them- 
selves. When students change their names, enter /military service, 
transfer to other schools, qilit the program, or movd from their ori- 
. gip^l addresses, the school is aware of these changes and has them 
in its records, however, the lenders have had very little success in 
obtaining any of this information from the schools.. Some schools 
have ^ifed privacy as a controlling factor, vdiile others hav6 men- ^ . 
tioned the time and staffing .they have allotted to this student loan 
program as inadequate to meet lenders' requests. However, the lenders 
'''h^ve found tha^t, when the request comes officially through State or 
federal agencies, they have fewer problems with the schools. Other 
lenders complained thal;^, although OE could obtain and p^r ovide this in-- 
formation, the material usually didn't reach them in a reasonable 
period of time '(or dicln't reach them at all). Lenders suggest that 
one of the provisions of schools accepting students^ho use the GSLP 
> should be that the schools provide lejiders with the necessary records 
. sand information. Again, this reque-^t does not apply to those schools 
that actv as lender themselves. One large educational institjation 
had been sending postcards to n(^ifyHhe lenders of student status. 
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changes • This was the only schoopdbing so in connect^n wlthWy 
o£ the institutions intervieweji^d was cited as ext^fiffliely-::ielpfiiL_ 
by the lender involved. 

Many lenders were aware o£ abuses o£ the GSL prag^c'ap by pertain 
schools. This problan was discussed in an earl iwsect ion, but 
would p^qbably require jnaj or policy changes to alleviate it. 

' W. Finally, the lenders saw areas of concern wi^in their own and other 
lending practices, fliro^ries^rience .and modifijzation^ . several lenders 
that had been involved in the program since it^incegtion had developed 

methods o£ reducing their problems. Their cpinments are also included in 

these remarks. 

/' ^ 

A. One area consistently checked cdncemed the question o£ cross- 
borrowing. Although severa^I xif tlie lenders visited did permit ' 
this practice, most who l?^d/done so earlier now restricted loang 
to present bank custome^^s/who h^d no other educational loans with 
other lehders. The o^m^nt was often made that each lending insti- 
tution should servi£:e/its own customers, thus spreading- the burden/ 
opportunity amon^/a^ eligible institutions in a giveii^ area, 

B. In conjunction 1^^^ the above comment, it wa^s suggested by many ^ 
.lenders that, although the program did pose certain inconveniences 

(and sometiiTJ^ losses) and seldom provided as good aoretiim on 
their mone/as other loan programs, the GSLP nevertheless did pro- 
vide a p^l s^ice to the community. The GSLP can be used by the 
lendersrds'a iflommunity service in their own public relations and 
adve^sing. SeVeral suggested, .in fact, that the federa:i govem- 
\;m9rtt should stress this point wherever \the program is presented to 

'Vtudents and impress upon them that the ^lender does^not stand to 

: make any huge profits from the program. 

C. . Certain restrictions on eligibility for loans had proven useful to 
•many lenders in controlling default.^ They included limiting the 

amount of money loaned to any student during one school term, dis- 
allowing loans to freshmen (thus selecting applicants with a 
proven academic survival record/as well as effectively el'iminat^g 
loans to .the higher risk, short-term proprietary schools), choosing 
applicants vAio were already customers of the lender, choosing ap- 
plicants with a past history of good scholastic marks, .limiting 
loans to students under 26 years of age, and excluding part-time 
students. 

D. Many lenders had noticed when parents or others co- signed regular 
^\ loans th^e was considerably less difficulty in tracing a student 

' who defaulted and obtaining repayment because the Qo-signers helped 
in both processes ,.^^^"^Xs mentioned earlier, a number of lenders said 
they would. .prefer to require co- signers if such a provision coujLd be 
written iiito the program. 
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Some lenders did i»ot actually make/ credit checks on their applicants 
or use the material when it was supplied unless the ^plicant's 
credit record was unquestionably poor. However, those \Aio did make " 
thorough checks and made good use o£ their findings reported the 
practice was very beneficial in relation to lower default records 
since they had initiated the practice. - Another related observa- 
tion by one lender included its successfial use of a detailed ap- 
plication form that required not only credit information, but also 
estimates of incomes and e5q)enses, personal references, employment 
history. Social Sedurity number, driver's license number, and per- 
mission from the students to hav^ full access to their academic 
records while using the loans. -> 

Most of the lenders indicated that a personal interview was 'an im- 
portant part of the application^rocess, although not all lenders 
visited actually conducted one. 

Another practice that several lenders had fbund very useful was that 
of requiring the borrowers to read and sign a letter of responsibility 
before they obtained loans. This letter would i?epeat thp repayment 
terms. In one lending institution, actual seminars were held with 
groups of borrowers (and sometimes their parents) , where the substance 
of the loan terms were carefully explained and discussed, again 
stressing the borrower's obligation to repay. The lenders who used 
these practices felt they had contributed significantly to a reduc- 
tion in their default rates. - . " . 
Lenders who, ren^ined in close contact With their borrowers "through- 
out the .life of the loan and carried on correspondence prior to 
graduation and during the grace period seemed to feel they had a 
much better chance of obtaiiiihg repayment than if they had failed 
to do so. Of course, this effort represented a considerable invest- 
ment in time and additional paper work over a period of many months, 
and often years. But again, lenders who followed this policy seemed 
to feel it was.bne of their best methods of encouraging repayment 
and reduced the "necessity of later tracing and persuasion problems , • 
delays for claim^.''t)ayments (with loss of interest), etc. at th^ end 
of the grace period. , •. 

Several lenders also conducted exit interviews with loan holders 
immediately prior to or following graduation as part of an effort 
to establish contact before the graduate had become difficult to 
locate. » 
Many lenders reported lhat some students had difficulty fulfilling 
repayment terms. Whenever lenders had a pQlicy of trying to work 
problems out with these students , they were generally successful m 
doing so. These lenders 'reported they felt the additional time 
spent and the flexibility of terms they pemitted wer6 worth the 
additional effort because it helped prevent possible defaults. 
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" .1. Almost without exception, the problejft most often mentioned by lenders 
^ was. that of trying .to trace their borrdwfers when it was time for re- 
payment. Because lenders do not have access to other "^ovemment 
T'eD5TOs--andJbecai^ many schools are not cooperative in- this respect, 
the lenders are^often forced to hire professional^ collection agencies 
to assist them in this task or else devote a great 'deal of their own 
staffs' time and effort to the problem in order to prove that "dtie 
diligence" was exercised. This, ot^^Qurse, increases the costs of ' 
the program, to the lender arid, as menticxqied earlier, help jptom any 
other federal agency or the schools would^^be highly appreciated. 
Those ^enders^who are -primarily, educational^^stltutions and secon- " 
darily aiCttng .as lenders often find this particular aspect of tl^e 
program very difficult. One lende^c ci ted the^hr gh cost of search- 
ing for students all around the Untle^^^^es land sometimes out- 
side the country as one of its primary reas^s..:for phasing out of 
the program. ^ - ' \ 

J. RMC interviewers noted that those lending institutions that tried 
to manually manage the records Connected with GSLP expressed more, ' 
problems and discontent^ wiW the program than those who had com- 
puterized services. Of course, the size of the operation involved 
was an important factor in the need for and benefits of automation. 
Only a very small\^lender with a small portfolio did not have seme 
difficulty managing the record- keeping involved. Several of the 
larger operations represented centxalizedt^ervices for a group of 
^ smaller branch banks. Again, if the pCK^Mlio of GSLP loans was 

large and computerized, th^re were fewer problems expressed' than if 
the services were managed manually. Some smaller lenders felt they 
did not have the financial resources *to justify the costs of com- 
puterizing their GSLP operations. ^ -^^ 

K. Several lenders suggested there was a direct-Nislationship between 
the "^.difficulties they had in obtaining repaym^OTt and the number of 
loans given to vocational education students. ^^ther lenders*" did not 
see this ^ area of student loans as one that presented any particular 
difficulty, but rather prefej-red these loans because of their rela- 
tively short- tei^n duratipn. ffowever, most of the lenders interviewed 
felt otherwise, unless they themselves fell into 'the category of 
vocational schools that acted as lenders. 

In summary,* most of the lenders visited were aware of the importance of 
the GSL program. ^ Although the lenders recognized the value of the program 
to students and the community, they felt the costs of the program were ex- 
pensive compared with the monetary benefits received. Lenders tended to look 
on the program as a community service rather than a good financial invest- 
ment. Most lenders were in the lending business and felt their experience 
and expertise would result in a more efficient program if the lenders were 
allowed more flexibility. They see areas of the program that could be 
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improved. If some of those improvements were made, l^ders feel the re- 
lative costs could be decreased, which, of course, \puld make the program 
more attractive to them from a financial point of vieX. As a result of the 
tight money market, mapy of the lenders we visited- lelt^iat, whenever poss- 
ble, improvements in the'GSLP should be made to encourage continued lender . 
participation in this worthwhile program. 
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CONCLUSIONS AND RECOM^ENnA.TIONS 



This chapter presents the conclusions ^ recoWendations prepared by RMC 
Researcl^ after examining the data obtained froJcSLP lenders. Probably the 
most beneficial result of the project is the ekensive data on the operations 
and behavior of both GSLP lenders and borrowers, which has been fully dis- 
cussed in previous chapters. Rather than rJeat the items discussed earlier, 
this chapter focuses^ on the mai0r patterns afid unexpected results. 

AlthQugh the wide-scale structured mail/ survey of lenders provided the ^ 
^primary basis "for these conclusicais and rec/oiiimehdations, RMC alSo drew upon 
the more Imited site-visit interviews. pther majl surveys were con- 
ducted. The first survey was sent directly to WBwers , but \this survey . 
did not prove as useful as originally hopk becaus^of a .p|q)ortionally low, 
• number of responses from defaulters and liinori-ty grou^.^ Tlie low number 
of responses resulted in estimates of lejs precision thanX)riginally hoped 
for. Nevertheless,, many . interesting are|is had differences soXpronounced that 
the lack of precision did not compromise 
these have been taken into account. 

Tlie second survey covering borrowers 
the approximately 5,0Q0 responses wei^e over 660 responses describing de- 
faulters and a proportional number describing minorities. This survey pro- 
>i4es a reliable data base for making inferences about these subpopulations. 



the character of the re^u^lts, and 
was sent to lender^. Included-4n 
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STUDt CONCLOSIONS 

In an overall sense^ the collection and analysis of .lWier data from 
the^^* survey has produced a much greater understanding o£ ope^^^ions and at- 
titudes o£ lenders participating in the Guaranteed iStudent Lp^si. Program. ' 
Moreover, by conducting this survey in a--&ystematic way with a r^resenta- 
tive sample o£ GSLP lenders, the results are worthy o£ more cQn£idmce than 
isolated or .unYeri£ied Comments volunteered* by some lenders (o£t en pre-' 
cipitated by particular problems). This is true even in those subject 
areas where the survey supports previously held belie£s. Since ^ the survey 
obtained valid responses from about 70 percent o£ the lenders selected (ajid 
tljis represented about 72 percent o£ the GSLP borrowers in repayment) , 
£eels there is a solid base £or conclusions about lender behavior and at-^ 
, titudes. Although (as in any survey) it is not possible to crapletely 
eliminate the possibility that lenders modi£ied theii?^ responses to present 
a 'biased picture bene£icial to them, JRM|;- found no evidence o£ any trend 
in\his direct ibn. . , 

Before presenting specific conclusions, it is worth^ile to review the 
major objectives bf the lender survey as previously presented in Chapter 1 
^ and to summarise the success of the survey^ in achieving these objectives. 

V- > It/ ' * 

(1) To expai^d on the informatioif lenders currently report to Jjie 
Office 6f Education, particularly for data needed on a one- 

\^ time basik for OE^s Loan Estimation Model .' The lender survey 

of the stiidy has clearly provided several types and amounts of 
additiSnal information concemi^g lender operations aiid beh9.vior. 
QE's Loan Estimation ^4odel is helped by the addition or verifi- 
cation of GSLP operational data that are needed to estimate 
parameters of the model- -for example, (1) the classification of 
l&Bxi status, which bears on the distribution of loans within 
the model and on establishing transition probabilities for bor- 
rower progression ftxm one loan status ta, another, and (2) esti- 
^ mat ion of average repayment amoimts and auration. 

(2) To detennine lender experience with loan defg-Ults that will be 
used to evaluate the OE data file and to assess certain qxiali- 
tative aspects of the loan office portfoli"o^ Considerable ' 
qualijkative data on lender experience with loan defaults were^ - 

^ ^ > obtained by the survey, but only limited infoimation on quanti- 
tative default rates for lenders was obtained (because not 
enough lender^ provided aggregate quantitative defalfllt data) . 
However, some quantitative estimates of default were%btained 
from lendef-sipplied data in the RMC sajiple of borrowers. 
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To cfetermine same of the important procedures relating to 
lender admjj\istration of guaranteed loaiis^ This objective 
^ ^ was fully sa:tisfied from the' lender survey; it provided both 

empirical data on active lendiSr procedures as well as on 
lender preferences /attitudes pnjaaany:_aspeGts 
stration, ■ 

.X4) To estimate some of the primary costs assgciated with the ad- 
ministration of guaranteed loans . This suivey did not com- 
pletely succeed in obtaining lender costs for administering 
GSLP because ^f the inability of lenders to identify or pro- 
vide such data. However, tjie survey did succeed in obtaining 
relative cost information fdr major cost categories involved 
in administering GSLP. > \^ • . 

"1^) To determine some of the opinions, viewpoints, and more formal 
Dolicies that constitute lender response in the structural and 
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administrative requirements of the GSL program. This objec- 
tive was fully satisfied through lender responses to a series 
of questions on GSLP requirements and possible program changes, 
particularly , as it relates to partiGipation by die lender in 
this program. 

(6) To determine certain aspects of borrower repayment experience 
^ . with lei^j^ers . IJiis objective was fully satisfied Ijhrough data 

• ^ obtained from ]^i^ders concerning a representative sample of 
GSLP borrowers. 



In summary, the survey and resulting analysis were able to achi^e the original 
study objectives related to lender operations. With the exception \of the two 
areas identified above where only partial results were obtained, Ij^e 
following sections discuss specific areas of interest, ^ 

Participation of Lenders in- GSLP 

Conclusions related to the willingness of lenders to mke loans to stSii- 
dents under this program can be grouped arOund th§, folloiving three areas: 

• Tlie primary^ purpose cited by lenders for participating in GSLP 
involved serv;ing tlieir customers or the community in general. 
Discussions during lender site irisits revealed that, to some 



lenders, GSLP W an ffivious part of ,a public relations or com- 
munity service object*. . Loans for educational purposes are 
recofenized as a legitlate need o£ the appropriate constituent 
SoS?1Sd lending inlltutions used GSLP'as a vehicle to serve 
fhSeed. This was previously held, belief ,and has been con- 
firmed by this survey. I ' , 
Despite lender intWesIf in serving customers, the survey results 
are heavily laced - ^ith lender concern about economic return. 
Although virious Isnderfe focused on different aspects of the 
economic equation- (e.g.,^ higher interest rates, lower admini- 
stration Ssts, mdfe iMer flexibility), the real concern^- 
neared to be the n^t contribution toward profits. At the same 

the site visits did^pt find a high' concern about' earning 
tfr maximizing profits. ;,1[nstead,.a strmg ^° f 

break even- that is, to achieve other dbjectives while not suf- 
fering any overall loss from^the program-was seen. This con- 
cern for at; least breaking even, rather than earning. high 
SSits! probably reflects somewhat the abnormaUrtight money 
Lrket in the period just preceding ^^f.^f^' O^Ti^^dB- 
these ijnplicatixDns must- still be significant ^^^^q , 

sires to increase loan funds available through GSLP since 7p 
percent of lenders, (covering 52 ffifcent of the borrowers) had 
•L expectations of increasing their level of partiCipa^On 
The action most likely to bring about additional investment 
funds is clearly that #ich will .improve actual rel^urns to 
lenders (including reducing admimgtrative burden ai^d^ hence, - 
iPTi^er costs') This preoccupatiorCivith economjic returns is 
io? surprising given % prof it motived of most of tk^lending 
institutions, ; * . ' ^ 

Lenders are significantly, concemed^about the ™t and growth 
& federal "paper work ^and red tape" required by GSLP. For 
■'mst lending institutions, GSLP represents less than 5 percent 
S theiTloln investments but takes a far greater proportion 
of their administrative efforts. A few say they are dropping 
out of the program prWily for that reason. During the site 
visits, Xenderi cons;lstently commented that. they wanted more 
flexibility in their^cf ions under GSLP. While they .were partly 
SuvaSd by the c^e^e to induce t^e amount of paper w^^^^ - 
record-keeping, it was a?.so clear that many lenders , felt their 
^e^Sr wa?f of operating in a lending . environment were adequate 
and they could.achieve better results their ^^S' /YS,^ 
though ihis self-interest probably contributed to so^f these 
lendir statements, it is also likely that there is considerable 
truth in their beliefs. There is a Wide variety of rea 
keepiiig systems among the many types and sizes of lenders - . 
tfcipating in GSLP. It is difficult (and expensiyi^ ; for many 
to meet all federal data requirements^ without modifying thei^ 
sys?lS (the same was W for meeting the data requests of 
this survey) . . 
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. Student Access to GSLP Loarig , . . y., ■, ' „. • ' • • -. ^ 

Contrary to generally held'opinions,; fCSLP is not ^ stiid^ntjaid pro- '' jgi - , 
gram accessible or open to all- students. Entirely f eparata froV GSLP 
legislation provisions arid "OE -Teiulati,ons, larg®. nipberg of leftders have , 
introduced additional, constraints that limit student eligjfeili-fiyr Thps^ 
include large^numbers of lenders w^restrict loans to, mis ting, customers,, , - 
do not give loans to first-year .stud^ft:^, c|o not give Idkis to vocational ■' 
school students, or prohibit loans to stb^ents holding ySLP IsbWits-- frepi^ " • • 
other keijdersi However, justifiable the particular len<^r 'pay feel these 
provisions are, the net, effect is a differentm'patteri*' of student ac- y ; 
cessibility to GSLP funds. _ Ther^ is a dual ratidnale '^for these Ifender- 
« initiated constraints: Cl) a judgment that the stiiii^nt.or th6 propam is - . - 
best served by not granting certain types of "loans," and (2) 'as. a WY to 
ration the' investment of lender funds in a progitam operating at a net loss. i\ 
The data from this survey *do not allbiv ;an assigniftpnt of relative cause be- 
tween these* factors. . ^ , - 

V * * * ' - ' . . 

Effect of Lender Size \ - ^ ' ^ ' - 

The level, af lender participation in GSLP was found to^be^the mosti ' - 
useful explWtory variable in understanding lendpr responses. The:^e is 
a very widg' distY-ibution of GSLP lendeTr size, as meelsured'' by the number o^^ 
borrowers Who have tveached the repayment stager A very large number of ' , ^ 
lenders each^ have a sihall participation in^ GSLP.; Almost' half of the ^ \^ 
lenders have less than 50 borrowers in repayment and almost three - cju^rtets^ ^ • 
have less than 100. An analysis of the Survey data reveals that this-'^ . 
si:^e variable has a strong effect in explaining many other bbsorve^^- v'^ 
l4tionships and procedures. For example, there is a significant tendency' 
for the smaller lenders to have considerably more pccui:rences of zero de--^/ 
fault situations, "^d to spend proportionately l^p^bf their cost? 
finding defaultets and preiSaring-cl^m^^ ^mailer lenders, are als 
^ mgre likely to require custoneff status3efore .granting loans^ 
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Di^trifeution of Default . - ^ . 

ibugfe-titie available lender data did not, allow extenSivB analysis of 
default rates, i^' is^el^r that the phenomenon of default was no t» evenly • 
distributed amoiig len^ersT^X^ amount of defaults is concentrated in cer- 
tain^ geogral^hical areas. -Hweve^v^a^^ above^ the large leaders 

had considerably riiQre of the ^default ^x^ccmrence, and this therefore ex- 
^plained much of the geographical dispersion sihcB^teritaln. ge^^ 
areas 4iad larger' concentrations of larger lenj3et^^|grt^-^nine pSr^^t^f , 
the lenders filSci no claims for default during lyv^, but they represented ' 
only 13 percent o| the borrowers in r^ayment. In addition, the lender-- ^ 
" supplied data on The sample qf borroiij^^sjrevealed much higher than average 
def stult rates for/ Vocational sdiools that aict>^ direct lenders (47 per- 
cent defaiil\;^--^d savings and loan associations (26 percent) . Credit 
unions had much lowfer, than average ra^tes (7 percent) . \ \ 

* Lender i;)ifficu].ties ' Locatigg Borrowers^ ^ ; ^ ^ ^ ^ - 

It Is^l^ar that- one of the 1)i|jgest problems facing lenders in adminis-* 

'tering GSLP was Ibcating students -during the repayment and^fault periods. ^ 

A l^ge part of this problem concelTis^ in^lid addressps and lack of know- 

" Pledge about students dianging loan status or location.^ This |.s verified by 

RMC's borrowers survey, .which still had 5^8 percent' of its defaulters and 

' 26 percent of its nondef aulters' with invalid addresses, even a^ter ex,ten- 
^^lo^s* ^ • " " -J. 

sivj? follow-up activities using credit bureau ched^ an^ IRS ft,pc^ return 

addresses ! .Lenders coftsistently de$(iribed lack of cooperation and assis- 

. ^^ance fram sc*iools attended by the borrowers in 'Verification of loan status 

/ diail^es, and assistance .in tl^^ o 

State Guarantee Ajgencie'S , * 

' ^ - While;, thi3 survey did" not' include sufficient observations to make coh- 
' elusions about individual W groups^ of state gu^an$ee agencies, site visits 
L°_(arid other 'Hiformat ion) indicate ti^t a 'vfiae variety o£ assistance and e^-- 

fectivenesis exists -among- state gyarantee agencies --With a^'few state- 
■ ^^rantee agencies establishing 4ata systems and providing assistance td' v;; 
/' lenders far more than the federal ;^og.ram.* Some state gUaraii^fee agencies ^ 
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als6 have 'different definiti#)s and procedures for def aul%--claiiiis , therefore 
makirig it difficuit to aggregate" data frpm the federal and state ^^i^rantee^^.; 
program conponents. 



Validity ^of OE GSLP ^Data 



\ 
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. One, subsidiary objective of the study to coitipare. data, i^iere possible^, ^ 

covering the same variables obtained from this survey witij;;: those contained in 

GSLP files of OE. This provides a meas\are^ th^ data validity, but ^here — ^ 

was no opportunity for field invest igattonr'W:aetern^ ' 

of each^v"ar^bieU-^ii^4ts^^^^ RIC assumed the moTenrecerrtrria^tar^^ 

' ^. . - - --....^ S' ■ , ' ' ^ " 

received directly from the lender represented the correct situatfon at tTiat " 

m 

time. . , . . - / • ' ' .'^ 

RMC found substantial -di^EEaJ^ences in~status_code iiiformation. Lender 
status code information .indicated that 10 p^cent of those cli^ssified as . 
defaJStexs^ by the Office of Education were in repayment or paid in full. . 
It was also found that 18.5 percent/ of those classified a3 flde^ulters by 

.the*" lenders were-4:Itssl fied by OE a s in repayment, paid in full, gy in thfe 
grace perioJi; Another 16*7 percent* were Classified as withdrawn by 0E-- ^• 
thus 44 percent orf^ the defaulted 4 dent ified by the lenders were nondef^iulters 
on the GSLS Il^^files. While some of these differences are proBi^!^^ 
time lags in reporting^status changes to OE, a substantial nunlber ^"teO^ikely 

• to be continuing errors. Therefore, any analysis or ather uses that- depeaoS: .:.-^^^^^^ 
upon loan status data from the GSLP master file should be -Inteiprefed"^^^^ 
carefully. ^ . ' ^ • 

Borrower "addresses froift the GSLP master file had, even greater occurrences of 
incomplete or wrong data. In this case^ there Is na solid basis'^ for establish- 
ing an error rate; RMC' s subjective eStimate'%fter\fifiteI@B- months of workii:ig 

"with the .addrfesses is 'th^t about 60 percent are either ihcqmplete dt inaccur^Je, 
In -particular^ mpst^ street addresses are'mssftf^ IJiis is no't; meaait to be cri- 
tical o£"the file maiiltenanfce -becaya^e, j^^^ is understood that the Eiles ,wel^@- 1t&t 
intended to use'd for borrower" tracing ^except -fior the^special SiBfife oFnle- 
fp;ulters). HoMejvgr, for My c~(mtgm^ of these address data/ one must- ^^ 

^.. Ijnderstand th^il;^ limi^tations gaid incompleteness ^ ' ~- ---..v.. 
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There were no •cx)ii5)arable estimat^^availabXe relating the financial 

filformation contained in the file to ^:*}te estimates we derived, specifically 
for the\repayinent'*popi4tlatiQn. The only con^arable study de^lt with the fotal 
GSLP borrower population ^nd provided estimates based on the loan as a unit 
"of measuT^ten,t and not the individual in repayment ^z^. which is the case with 
thi^^ study- 

Defaulter Charactgari sties ^ ^ ^. > ^ 

A H^jor focus of this sttidy wg6 to uncover the characteristics 'of de- 



faurters and institutions that have a high proportion of defaulters. 
Through a series of two-way analyses of tHe borrowe'r data supplied by 
lenders, certain distinctive fe,a:tures of the defaulter ^population were 
disco^ei?^. We found the- following groups to have sigjiificantiy higher > 
def%4t rates than the average over the entire ^program: 

^ • students from vocational sc±iools'--in particular, sttidents \^rom 
vocat^icmal schools acting as diredt lei^ders; and 

^ • ^ students with weak lender relationships --this includes studei^s 
that lenders camot find, students who do not get their loans 
from the lenders in a face-to-face encounter, students yiio do 
not fully understaji4 their obligations and rights. 

We found the number of loans and amount of debt essentially unrelated 
to default. However, we did not have enough observations to effectively 
analyze the very highest debtors as a group. 

Lender J^elatiionships \ ^ ^ 

Defaulters as a grovp have a very loose relationship with the lender t 
from wh^-ch th^ borrow'. Many of tlnem' do nD^^^eater meet with the lende^; 
they report that .liiey do not understand most of the loan therms pr their 
rights and responBifellities. Many defaulters are never foUnd-by^ the "lefader 
♦when repayment is schedule^ to begmv-^^Sixl^ o£ the defaulters 

come from ]ramilies with no accoiiit'^ifelationship with t^e lender; oijly 30 per - 
ceM-c^^ the nondefaul^ers:' dcr.'-- \ - ~^ "t^-r-T 1 . 
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" Type of School 

Vocational schools ,;as a group exhibit defa^ult rates more than twice as 
high as*' col leges and universities. Vocational schools that also act as 
direct lenders exhibit default rates near 50 percent --about four times 
higher than colleges and universities. W^^annot conclude that the problem 
is k lac§: of quality in the vdtational sdiool programs, although our site 
visits have confirmed this in certain cases. The vocational schools appear 
to attract students who are often unqualified foii^more advanced studies, 
who may not b^ high -Scliool graduates, and who might rtot be realistically 
(qualified to undertake mxy sort 6f academic program. Some vocational schools 
have responded to these students by screening them; others seem to have. 

used them^inply to expand their enrollments or their default claims. 

ft ' 

STUDY RECa4M)ATI0NS / ' • * ' 

As a result vof the suVvey 'Sata .and the experiences obtained by this 
project, RfC Research has prepared the following recommendations concerning 
the Guaranteed Student Loan Program. While it is realized that some changes 
to GSL^ are being contenplated- (or already started) as a result of the 
variety of other invest i^gaticfls and studies conducted within OE and Congress, 
these rec?©mmendations are. based only on the current survey and site visits. 
Some of these recommendations tould require legislative changes and some 
could be inplemejited by QE ^through modification of its own guidelines and 
procedures . ■ ' 

One special and iir^ortant nature of any recommendations must be 'recog- 
nized from this very beginning, X^rmulating a Recommendation for specific 
action to be taken ''inplies an-^ssimptions about a desirable or preferred out- 
come. Since a complex'^program such Vs GSL^ has several objectives, it is 
often ne^^essary to establi^sh priorities among competing objectives-^ or to 
decide between objectives wlien an action has opposing effects upon them. 
For some sinple ca§es, such as i]ffproving the operating efficiency of the 
program, there :be little difficulty in 9btaining agreement on the g^oal 
and methods of achie^^ing it, but, as a counter-example, 'consider the goal of 
reducing a growing OE program cost by minimizing high lorn default, which 



at the same time will^ reduce the access o£ certain groups of borrowers or 
schools to GSLP loans for financing their educational programs. Choices 
must be faced, such as--rs de^^lj: by anyone toierable, even if guarantees . 

by the federal government mean that certain population groups are thus heavily 

\ 4 

I subsidized, while other groups axe not? Or does tha extejision by Congress in*, 
recent years of GSLP eligibility to vocational schoolis and students mean that 
very high default rates by this group are acceptable social policy. % 
The reason for raisfng this issue is to point out that formulating 
recommendations requires value judgments- -judgments that shoiud not be 
made by a contractor, but by Congi/ess or its delegated policy-makers . It . 
is not appropriate for HlC to make wjiat is basically a political decision 
that affects redisti'ibution of income and equii^ of treatment. Therefore, 
RMC has attecppt'ed to clearly state such implications along with its recom- 
mendations, where^^r appropriate. % 

Recoromenda^dons Affecting Lenders 

When tl^is survey initiated, there was concern that the lenders were 
reducing their total dollar investment in GSLP and ^t this reduction might 
jilfiit the ability of the program -to supply signif!k:ant amounts of needed 
.student financial aid. While- improving money marked*" conditions may have 
diluted!^ the ijupac^ of^'thl^ concern, it iS still inportaint to Idsntify the 
, factors that Would encourage or reinforce participation in GSLP since the 
. whole concept of guaranteed loans, depends; heavily on lever afged futids from 
nQngovemmental direct lenders. Intertwined with the factors that woqld 
encourage lenders to maintain or increase GSLP investments are" various 
administrative actions that^ would inctease the efficiency of the current 
program and in that ^y reduce lenders costs and other difficulties. / 

If - GSLP investment levels are to be maintained, OH* shouM pay jdloser ^ 
attention to maintaining competitive rates' of return to lender^ DE 
has the Ability to increase the special allbwanqe rate (i^^ to 3 percent 
maximum) and might be able to take some administrative actions to reduce 
lender operating costs. During tmes of rapidly changing money market' 
, conditions (such as the last two years), OE must exercise its full ability 
to ensure that most lenders do not reach the position where* average o** 
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niargifi:^! GSLP revenues do not at least equal GSLP costs. OE was very slow 
to resp5h4:-to tfcis^lssue during recent times and many lenders lost confi- 
dence in OE and reacted accordingly. 

If greater 4fiyiS3tniii^^ in GSLP is desired^ OE should increase econoiBic ^ 
returns to lender^ significantly . Lenders are already investing in GSLP to 
serve their customers and obtain community gotod will. To divert signifi- 
cantly greater funds from other investment areas, RMC believes lenders would 
require substantial increases in rates of return from present levels. Any 

combination of OE actions to increase interest revenue or reduce lender 

" ' * ^ 

costs would have this effect,- based 'upon lender responses to this survey. 

OE should give consideration to several administrative improA/ements that 
would increase the efficiency of lender operations (and probal^ly have posi- 
tive effect^ on effectiveness smd lender willingness\to participate)* Mea- 
sures aimed specifically at reducing default will be separately discussed 
subsequently. - ^ ^ 

. • Define ^^due di^igence ^' in specific terms so lenders will^ know / 
what their actions should be before filing default claiins. 
There is substantial confusion and resentment among lenders;^ 
much inefficiency results. While defining "due diligence" 
in very general terms may encoura^ge some lenders to continue , 
their efforts even further, the tmeertainties ' involved in- 
crease operating costs and polarize relations. Many lenders 
are convinced their lending experience allows them to juplge 
"learly in the process which borrpwers are never "going to start 
^ repaying; they would /rather, stop aftej some minimum collection 

effort and concentrate their efforts on other cases vJiere they 
think it would help more. For example, some borrowers have 
^ directly told le^ider staff they definitely could not or would 
not make any repayments (and they didn't).. 

• Redesign forms and procedures to allow a much simpler process 
^ Wh^ a previous borrower receives an additional loan. It 
[ could be considered an "add-on" loan (or ajnendment) rather 
than a whole new loan. The lenders (and OE)' would be saved 
considerable pappr work and record-keeping. Appi^oval could 
even be 'automatic, "with problem^ being resolved on an ex- 
ception basis. Lenders indicate that subsequent : loans are 
dis|;pproved at the federal or state level in only a very 
^wil number of cases. At present, the typical student in 
a four-year college program has four sepatate loans and es- 
sentially four separate sets of records. Many lenders al- 
ready use the revolving or add-on types of loans in their ] 
regular business or noh-GSLP. educational loans. Similarly, 
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' OE should help control lender costs by avoiding the tempta- 
tion to attack Qvery apparent abuse or variant with new regu- 
lations or reporting form^. Admittedly, it is difficult for 
a federal . agency to maintain a proper balance, given its 
central but remote location from actual lending operations, 
but. it is an important goal t6 keep in mind. Perhaps the ex- ^ 
tfeptions pr^inciple, widely used in the management of the * . 

nongovernmental sector, might be applied here (the excep- 
tions principle allows approval by/ an operating agency, and 
only the small numbers of exceptions or problem. ca^es are 
reviewed or approved by a higher- level review agenCy). , 

• Investigate the feasibility of OE doing more central record- 
keeping to reduce lender costs and capitalize on large-scale 
computer operations. Under OE's control, it may also be pos- 
sible to make better use of mother federal records (IRS, Social 
Security, etc.) 'to help find missing borrowers. More assistance 
of this latter type was a commofi lender request. 

Recomnendatidns Intended to Reduce Loan Default . ' . 

High and growing borrower default on GSLP loans was a serious problem 
at the initiation of this study and continues to be so. The cost of pa,ying 
for ^ these unexpectedly large numbers of defaults continued to be an increasing 
problem- for all parties concerned- -OE, HEW, Congress, and lenders. While 
other recommendations described here do have effects on the default pro- 
cess, this section includes specific recommendations aimed at thj.s prob;; 
lem area, based on the data and experiences of this survey. 

I f the current high default rate has as s^tAoyis ah impact As it appears, 
OE should' limit the eligibility of fcertain types of borrowers or lenders, . 
This exclusionary approach is a very stringent step, but it irtay be neces-. 
sary if th6 high federal appropriation now required and the attendant bad 
publicity on nonrepayment provide a th:j?^at to the continued existence or 
viability of the loan program. Since default was found to^be concentrated 
in certain population groi4)Sj( the rationale is to exclude those bon^owers 
least likely to repay their loans. While equity and wi,de access to [stu- 
dent loaAs are admittedly ccms trained by this action, it should be tecalled 
that other aid programs (e.g., BOEG) are intended to help with grants for 
many of/ the borrowers expected to be affected. Consideration should be 
given to one or more of the following policies: 
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• Add expected ability to repay as a criterion for GSLP loan 
eligibility . This would add a dimension to the eligibility -re- 
quirenients much like that applied by lending institutions in 
their regular course of business viheje a guarantee against non- 
repayment of principal is not- available. This recommendation 
bqilds vpon the observations of this survey that found maily de- 
faulters who dropped out of their programs did hot appear quali- 
fied to undertake the program of study ^ were not able to get' 
enployment after graduation, or were unable to earn sufficient 
earnings to repay the GSLP loan. Two basic criteria could be 
applied by the lender: (1) Does the borrower have a reasonable 
chance of succeeding in the proposed program of study?, and 

(2) Doesi the program of study, considering the borrower's sifua- 
, tion, promise to provide the borrower the potential to repay 
the loan? Poss'ible screening requirements under the fi^rst 
♦criterion could be a high school diploma or test certification, or 
having successfully conpleted a portion of t|xe training or school • 
program already. Under the second critetioif, perhaps^ a financial 
0 " aid analysis- -including the borrower's expected fut;ure 'earnings 
' after conpleting the program and the repayment burden (educational 
and non- educational) th6 borrower wilPhaw at that time- -could b.e 
applied. These screening procedures coula be expected to eliminate 
from the program many people with a low probability of repayment. 
Both lehder and borrower sqrvey responses' ^reported over half of the 
individual defaulters did not complete. tJieir educational programs i 
Although including the above factors in awarding loans ivoul^ be 
admittedly difficult to impj.ement, succesipful application of these 
policies have a potential impact of /cut^ting •default rates by a - v 
maximum of 50 percent, based on defaulter. data obtained by this - 
survey. ; ■ ^ , " : * 

• ]^iminate, vocational sdiools from GSLP eligibility . This policy 
would have a dramatic effect, since it would simultaneously 
eliminate certain lehders, borrowers, and students of doubtful 
quality. However^ it wtfuld disproportionately eliminate minorir 
ties, womei;!, students from low- income backgrounds, and other such 
grbupa. This, of coursfe, is a reverse of the extension to GSLP. 
added by Congress/a few years ago. However, the data from this , 

' suwey (reinforced by other data) show that vocational students 
clearly have higher default rates. The potential impact of this - 
policy would bf:' to lower default rates by as much as 7 liercent.' 

• ^tablish two separate programs- -one for vocational schools and 
;6ne for regular academic/collegiate programs. While l^is policy. 

/ would theoretically have no direct iJnpact on reducing the default 

rate, it would clearly f<3CUS' attention on the different natujg^ 
• of the two programs. Different eligibility requirements could 
i ■ . ^ \ ' - • . ■■ . ■ . . 

■% " ** 

.. / ■ ^ 
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then be established £(5r the two programs and the sp^pial - 
problems o£ both voc3ct|onal schoiM. Students and 'VQCdtional 
institut:|ons could be ^.cldresse^ attention of all parties^ 
concerned would be fpc^fised opr relative default i:ates, add ' / 
subsidizing the twor^programs may be^ justified on different 
grouniJs. At a later .point, it might; even be possible to convert 
the vocational s^hhol program to a grant program, thus better 
' " ^suiting the needs of that student group^. 

• ^ Do not .alj^ vocational schools to act as direjct JLenderS . This , 
. - poHcytlF'T'cor^^ - 

. . ' eliminate possible conflict-of-inteiaest situations^ Vocationajf^ ^ 

' sclfool students would still be eligible 'to obtain loans from regular 

/ blenders, assuming their school wa$ , still considered eligible as 

^ . an edacational institutien^ While eliminating some parti(;ularly 

messy situations, this policy*i\rould have. only a small inpact on ... 

V the ovei^ll program , default rate since the number of such lenders - 

. ^ is relatively small. . . 

% ^ " ' . «. . 

• Allow lendfers to require consigners ^and encourage lenders to ^ 
recfuire jprevious family acgpunt relationships" Either or both 
of- these requirements wo«l§ he aped at getting someone else ^ 

- , to assist or, pressure the borrower to repay his loan obligation. * 

- They -also. facilitate greatly the location of borrowers when time 

, ^ for r^yment arrives or whfen repayment stops; , Th^' family account 
. 'relationship reqmrement could be a .problem for, certain large 
" lenders because they ihiight bg open -to charges, of illegal mono- ;^ , 
poly or restraint of €rade in tiieir market areas. However, 

• this surve^ found that a large percentage of GSLP lenders al- ' , 
ready require such customer relationships and there are indica- 

; - tions that such lenders have less default than others. Although 

„GSLP legislation would have to be changed to ^llow lenders^ to . . - - 
require co-signers, our site visits to lenders' found .^oitte «who , 
required co- signers to disperse USAF funds and regular e^uca- ^. 
tional programs. The^'site visits alSo. found mqst ^lender^would 
use such a provision .for co-signers if -it was allowed by C^LP • 
regu;Lations. The impact of the co-signe!:^ policy is unknown, " ' 
■ but prob'^bly very significant. The impact of the;previous fani'- 
ily relationship dbuld be <,to lower default r^tes as much as 5 - 
percent. Of course, both of the above restrictions wbuld sev- 
erely limit access to certain socio-economic and demographic 
* groups of students . • , \* 

CE should imfplement -va^ous administrative policy chanM^s specifically 
"aimed at reducing high borrower default . These potential chants should re- 
duce the inability to locate borrowers at repayment timp and otherwise \impro<re 
the ability to collect loan obligations. 
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Tighten up OE^s loan cQllecticjn process on defaulted loans. 
Wl?|le OE has undertaken direct collection for loans on* which it 
has paid lender claims fpr default, there is still considerable 
room for tightening this proaess. Improvements should made 
in both tKe^. depth and breadth of this collection process--that 
is, additional staff aijjd-^esources should be allocated to this 
collection effort and individual collection cases pursued 
further. The advantages of this process are felt not just on 
the loans being collected, hut on all other loans through the 
dissemination (officially and unofficially) of information that 
intensive collection efforts by the federal government are under- 
way. Procedures for intensifying this effort inqjude taking 
some defaulters to court action, whete some rest)urces for repay- 
ment ^ist; threatening and carrying out "the action of informing 
all credit sources- that the borrower has defaultjgd (e.g., thus 
preventing the obtaining of house mortgages, etc.); and ^tng 
the, full strength of ^^e federal government to collect obliga- 
tidis (e.g., tax liens, wage garnishees , employer notifications) . 
Contracts could also be establi^ed with^private collection 
agencies that specialize in this activity. While the federal 
government mayr be reluctant to pursue some of these options be- - 
cause »t)f concern about bad public relations, the equity and public 
relations value from many other borrowers who did repay €heir loans 
should also be considered. V. ' 

Estajblish direct contact between the Office of Education and tike 
borrower . OE could receive the original student application or ^ 
could .(Eommunicate directly with borrowers once the lender has 
approved the lorn. The principal vailue of this approach is that 
alHborrdwer^ would have a uniform introduction to the GSL pro- 
gram. All borrowers .would be informed of their rights and obli- 
gations and would have^,,the chance to change^ their minds easily 
without confronting the. school or the lender. OE would gain the 
knowled|e that, at least initially, the home address on the ap- 
.plication was accurate. This direct OE contact eould also be 
" extended to include the requirement for annual or other periodic 
identification by the borrower of current status a|id Idtation 
(such as the annual alien r^lfegistration cards required by law). 

Require annual notification tQ lenders by student or school . 
This requirement is aimed at the lenders' difficulty in knowing 
student location or change of status under the present procedures 
where OE is the intermediary. It is also aimed at the lack of 
cooperation by many schools regarding lender requests for in- 
formation.- ^fith this requirement, the schcpl would have to 
, directly nbtify' the lender when students discontinued their 
academic programs. In addition^ this measure would presumably , 
make it easier to trace students. 'The address problems en- 
countered in thi^ survey make, it clear that something along 
this line must be done. Perhaps reimbursing schools fOr 
monitoring and tracing GSLP students would be a cost-effective 
way of deducing default. . 
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• Limit the GSLP acges^ of schools or<lenders with excessively 
hi gh default rate expi^ien,ce . This provision will focus atten- 
tion on institutions with high default rates and limit the addi- 
tion of new loans with hxgh probability of future defdult,,. These 
new regulations, could talce the form of prohibiting new loans when 
cumulative default rates ^xceed a certain limit (s ay twj xe^Jt^...^.^ 
overall national rate) unless OE finds speciaT'OTciiiiis Lffi^to 
justify an exception i "^x^ \ 

RECCMffiNDATIONS FOR FURTHER RESEARCH x . - - ^ 

RIC Research sees the value of OE continuing research in ceY^ain areas 
related to GSLP. Thjs section identifies and briefly descries these recom- 
mended areas. 

• OE should continue to improve the quality of the GSLP data base , 
Considerable information is collected and maintained in the GSLP V . 

loan control master files, but some parts of it are known to be .„ * , 
out of date or of uncertain quality. Continued effort? to . 
yalidate data elements aqd to ijTiprpve'their-XH[uality aris valu^tble. 
This is particularly true for* such critical information as loan 
control status and information that allows location of students. 
^ At thi same time, tfie master file contains a lot of historical " 

information that is not;^ used in any critical decisions and^, there- 
fore is^of less .importance. ^ ^ ^ ^ 

• ^ OE should periodically Update findings of this survey . This 

is particularly jjTiportarit for information concerning the percep- * " 
tions of both lenders al^Id borrowers since it can be expe&ted to 
change over time. Furthemore, changes in the GSLP regulations ^ \ 
and administratidn as well as fluctuating econojfnic conditions 
^^"i:an be expected to alter some of the results obtained by this ' . 

survey. Clearly, the survey wJ^.dtoss-sectional in nature at a 
particular point in time and otner periodic cross- sectional ex- 
aminations would also be' valuable*. Better still would be a 
special sample of borrowers to be examined on a longitudinal 
basis. For example, a small stratified saJnple (say, 2 percent). 
. could be taken periodically of- GSLP borrowers as they receive 
their first loan. Separate files, whith reeorded all aspects 
of the progress through the GSLP loan and repayment process 
could be maintained for this group. 3pecial questi^onnp-ires 
could even be sent to those bqrlrowers (with extra payments 
for their cooperation in supplying additional infomation if 
necessary) . Charting the progress of this special sample could 
provide a substantial amount of valuable information 6ver and 
above the normal status infonpation required for all bofi'dwers. 

• OE should investigate operating cost's of. lenders . The GSLP 

, operating costs of lenders are still an important question that 
has impact on the actual net economic returns (and therefore ^ ^ 
on their motivation to participate in GSLP).^ Information on ^ 
lejider costs isnrery difficult "to jobtain, as reinforced by the 
small attempts of this study. RMC Vecomniends that OE undertake ^ ^ 



' O ' ^ ■ 120 

ERLC . . 

, 133 



concentrated efforts to obtain cost data needed for i^cn\aiialy/ 
sis from a smaJ^ but representative ^ai^ of lencjeps. Because 
of the varying^ account4.|ig systems maintained by lenders an4^he 
extra effort^ of obtaining this information, OE would haw to 
spend signi/icant ti^e on-site at most lenders to prope^y pre- 
pare usable, information on costs iand revenues. H@weve/t^, with 
such information, there is a considerable amount of ^conomic 
analysis -th ai cOald -^:^e~fea^^^ 4e . d nu L_LQ.._S}^sX§i^ tlie 
understanding of GSLP relationships. 

OH should study the operations of GSLP state guarantee agencies 
to learn from their successful experiences . This study did not 
provide an opportunity to individually investigate any state 
guarantee agency operations, but there are indications "that sev- 
eral case study examinations (of parii^ps six-to-eight selected 

'state guarantee agencies) would assist OE in understanding ex^ 

'emplary practices and perhaps to ^extend those practices to other" 
state agencies and to th^ federal level, 
ft ^ ^ 

OE should examine the problems of. GSLP schools . This study had 
little of)portunity to directly observe the pr6blems anci needs of 
educational institutions participating in GSLP, yej they are an 
important part of the successful operation of this program. A 
survey that directly addressed^their attitudes and operations , ' 
would also be very useful. For example, better understanding is. 
needed of the role Guaranteed Student Loans play in. student * fi- 
nancial aid packages pfpvideci by educational institutions. Ed- 
ucational^ institutions apparently have art impact on default rates 
and 4ubsamples would be needed for various types ''of schools , such 

■ a^ vocational schools, proprietary schools, and juhibr colleges. 
J, ^ . ' . ' , \ 

43E should inve3tigate policy effects and^cgiusal relationships . If 
anv of the previoj^f? recommendations, are pursued for eliminating 
'certain high defaulting groups of • b^orroWers or institutions 
from GSLP eligibility, then OE should initiate additional sfudy 
into the effects of these actions. For^example, if an eligi- 
bility criterion is added for having reasonable probabilities 
of succeeding in the academic program entered, then OE should 
survey the literature and initiate research on predicting short-., 
term success ill schools.,. If fiAancial ability to repay a loan 
is added, -tMn further research into earnings level^ that are 
sufficient fOT repaying certain st^bd loans for particualr oc- 
cupational categories or training would be useful. OE should 

Mnitiate research into particular casual, relationships, identi*- 
&d in this ^udy since the survey was the first direct study 
of 5§LP lender! and borrowers and therefore someTA^iat "pilot'' 
in) nature^ *%iiller specific examinations of "some of the more 
interesting and critical relationships identified iii this guryey 
'are probably worthwhile. For example, the level o:^ activity in 
GSLP of a lendet appears to be related to several aspect^ of 
default and lender operations. Further investigation ^ifith 
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lenders may^ be al^le to identify specific caiisds invoiyed and 
point to specific actions OE might take with tjie-vfery large or 
the very small GSLP lenders. Fur^hermofe, the survey confirms 
the high defaultj^sitaaations with Vocational students and direct 
vocational lenders. If these ^oups are io remain eligible in f 
the GSLP program, >separate investigations as to the cause of 
their special problems should be beneficial. 
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DfcSCRIPTipN OF SlIlto^MoeBDUlES ' ; ■ 

' ' ■ ■ ' : : ■ ^ '■■ \' ■ ■ , :/ " " S' 

In carrying out the actual surveys, RMC tied tlie best 'practices in the ' 
field of social science sunreysi plti^ special elabWrations in response to 
some unusual features of tJtis^pro^ject.'^^^T^^ appendix desct'fb^ tke pro-- * 
cedure's RMC used.in the v^Hous.taslcs of -sample s^ctlQii, mailing,' ad-,: ' 
dresa checking, nonresponse foll6w-iq3,>^^^sfcionnaire editiiig, aiid'dat^ 
.processing. . . ' • .. ' ' ■ \ ■ , ■ 

CLEARANCE AND MAILING PRCXZEDUIES - : " . * " „ , ' ; 

„ ■ . . • # .- '/i. . 

On ?Jun.©' 13, 1974, WC \n^s notified by the OE project officer'that QMB 
approval had been received for the data coilectice.instrimients. The OVIB 
''approval iiumber was giveiy/as 51-S74017, to !)e a:t3plicable ta all three parts 
of the survey. This authorization included an expitation date of August 31, 
1974. A few., days pribr /t-o this notice^ Wt was notified of approximately 
18 minor changes to individual questions reGommended by (MB. At -that "time , 
the three instruments were again reviewed by W£. The chaiiges suggfested by 
0^'tB'were incorporated into the questionnaires. Two questions were\oraitted^ 
and precoding was est/ablished for answers to all questions to facilitate' 
•editing ^Jhen the 'questionnaires "were returned from the field. 

RMC then printed enough copies .of the questionnaire's for initial mailing 
arid expected follow-up. Copies ^f -th^ printed quest ionnaj.r^ were sent to the 
OEHPi'oject^officei: for; forwarding to 0MB. In addition., copies were s'ent ,to DIL 
pefs^el for thei'r reference and files .■ Arrangements were also made for print 
ing outgoing mailing envelopes and postpaid business reply envelopes for return 
irig the completed questionnaires 'to RMC. • ' • , • 



• . As- soon a's^. the printed questionn.iaires were available, the mailing pro- 

/ cess AvaS carried through to con^ Mailing labels for all lenders and 

. • . * *" •■■<•.* _ „ 

4 ' . * . . borrowers with Icptown addresses, were prepared and affixed to the question- 
■ ' ..." ' * i ' ■ ■ . . • - 

naires aind outgoing* ei^ve lopes. Where lenders did not provia^^^^^es^ 

older addresses froni QE- central filers were used. All of tills was' 'con5)leted 
) . ' by the. end^Qj Ju^ie, Within a few days after the mailout, a significant ' 
number of ijiquiring teleph6ne calls and initial responses had been re- 
r . celved by RMC. . t 

\ . Prior to and^during the survey period, IM] continue its liaison and 

* coofd^jiatlbn with the GSLP program officers, the Division of Insured Loans 

(DIL). Fbr exanpl^, on^May 29, 1974,^ a meeting was held Ivith James ' 
Moore., Director of DIL, and several of his staff. The Vccasion was used 
* to brief DIL on tfite status of the survey and to informally convey informa- 

tion on borrower status t^hat had .already been received from lenders by RMC. 
Mother purpose of thiV visit, was to d^cribe the selection ^iteria and 
^ interviewing procedures 'that RMC^planned ,to ij^e for the field visits to 
approximately 40 lenders. Several criteria for selection of these lenders 
were described and a specific request was made to DIL for nomination of 
/: ^ lenders in sever jal cate^gories that might be visited by RMC. Arrangements 

were also made to obtain a copy of ^the recent "mature" paper report from 
< DIL so that lender^ with high and low default rates could be examined. 

DIL agreed to. provide the requested information after soliciting suggestions 
, from internal^. staff and some regional offices. On July 1, 1974^, RMC received 
these Gombiified suggestions. In ac^ition, RMC suggested to DIL that the HEW 
. Regional Offices, and State Guarantee Student Loan agencies be sent a copy of - 
the letter- (and other information going to lending institutions so they would 
be familiar with the study and could answer questions that might come to 
them once the questionnaires were received. Sixty copies of this information 
, package were provided to DIL in mid -June. 

^ SAMPLING PRi 

The actml sample selection process was carried out by RMC based on 
the sanple desigrl appro¥ed by OE (which is described in Chapter 1 of this 
report). This section describes these sampling- procedures and the re- 
, : , SuXtant sample for the reader who is interested in checking the methods 
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or assessing the validity o£ the sairple itself. Sau^ling procedures were 
carried out by computer whenever feasible. 

As described earlier, thfe primary thrust •during the initiM 
creation^and merging process was to establish the universe of lenders -who* , 
had borrowers in repayment. Incidental' to this, a universe of lenders 
who had borrowers in repayment status was also' created. Each of the 
14,000 records in this file represented a lender's name, lending , type and 
address, as well as the number of borrowers in repayment status* 

This lender file. ^was sorted in- ascending order by lender type and 
•within type by ZIP Code -and within ZIP Code by lendejr identification 
number. The last key served only to provide a pre4etermined sort order 
fso that if necessary we would r.edo the order). A skip interval of 1,416 
was chosen to achieve the desired sample of 800 lenders. It {umed out that 
dnly'.784 lender^ were actually selected, but the slight difference was unijrt- 
portant to the sample design. Therefore, we felt it was better to proceed 
using the interval estimate (1,416) than to dlelay the sampling. The delay 
; would have involved resorting the lender file by nijmber of borrowers in re- 
paymeijt and running a special program to determine at exactly what point 
(skip interval) the number of lenders with more borrower*? .than the skip 
interval plus a sample of lenders (equal to thq total number of borrowers 
represented by lenders) with less than the skip interval divided by the 
skip interval would equal 800. ' - 

Consideration was given tO'^ the question of including lenders with less 
than 10 borrowers in repayment in the surve^* The number of 'such lenders 
selected by the sampling process was small (16) , so they were kept in*. 
This resulting grotp only accounted for 84 borrowers, slightly more than'- 
five per lender. ^ ■ ' 

^The borrower sampling was then carried out. Again, the file was 
sorted in ascending order by lender t^/pe, lender ZIP Code, and lender 
identification number. The borrower universe file was then compared with 
the lender sample universe. For each tender with less than 5,000 bor- 
rowers, exactly 10 borrowers (or all t^orrowers if the lender, had less than 
10 borrowers) were selected in a systematic fashion; that i^, a random 
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fetar^ \iAfithiB <^ first decile Was generated and then a borrower at every 

tenih^sUcQe^cjing perce^^^ chosen. For Tenders with more than 5,000 

borrowers ,^ the* initial borrower was chosen randomly from the first 50:0, 

and every, 500th borrower. after the first was selected. 
' ' ' • • ' • 

For the 'large leaders selected with certainty, the universe and the 

sample are one and the same. Tables A-1 and A- 2 show the distribution of 
the borrowers for tHe smaller noncertainty lendars by ZIP Code and lender 
•type for the universe, and the s^le weighted by the inverse of the prob- 
ability of selection. The overall weighted san?)le closely approximates ^ 
thfe universe, buf those Cellos with small sizes have somewhat greater difi ' 
ferences than the larger cells. /The row percentages^ cppfirm the efficiency 
of the stratification. ^ \ * " \ 

A priji|fi,ry concern of the borrower sampling was to ensure that defaulters 
were represented adequately., Tables A-3 and^A-4 display the distribution 
of the loaal status of borroCsrers by the* lender '>s ZIP Code area, -both for 
^the universe and for the Sample. The proportiofn of borrowers *wi tlx <fe- ^ 
fdult codes in the sample (8*1 percent) is about the same as the proportion ' 
in the overall univei^ (8.4 percent). We do not, however, place much 
credence in 'this proportion as a me^yre of the progr^'s dfefault rate 
since there was a known lag in obtaining that status from the DJL Claims 
kid Collections file^ which at the time of our selection had 138,000 
records. Several months later, the file contained over 215,000 records, . 
which was probably the result of intensive efforts by the Office of Educa- ^ 
tion to update its records. It is likely that, if our universe had been 
created four months later,/ it might well have shoA 12 percent to 15 percent 
of its borrowers in default status . 

RIC believes that the borrowers and lenders sample produced by these 
procedures is Very suitable for assessing the status and problems oFGSLP 
relative to repayment. Stratification by lender type ensured a good repre- • 
sentation on that basis. Ordering lenders by ZIP Code before taking a 
systematic sample ensured a good geographic distribution, even though that 
variable was not expected to ha\fe,any major, effect. The distributions of 
the sample pnd universe presented in the previous two paragraphs show the' 
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results. Although the i^uestionaljle quality of data on defaulter status 
precluded 'stratification on that basis, the resulting sample included the 
desired number of defaulters (which increased later by about 25 percent 
when the lenders reported their latest loan status). ' 



SURVEY FOLLOW-UP PROCEDURES 



I 



RMC recognized that, as in most mail surveys, obtaining an adequate 
response rate would be a problem, particularly since many defaulters avoided 
being located by loan collection staff. Therefore, extensive follow-up and 
address checking procedures were planned and carried out to maximize the sur- 
vey responses, * , 

The following sunmary outlines the survey procedures used by RMC 
Research Corporation for following.'Hip the various components af the lender 
survey conducted qn behalf of the GiWanteed Student Loan Program, These 
are described in chronological order of occurrence, 

CI) In January 1974, ^RMC requested each of the approximately 800 

lenders in the sainple to verify the loan status and provide, the 
- most recent addresses for the sahiple borrojvers from their in- 
stitutions. Ail but approximately 20 of .these smple lenders 
eventually provided this information after appropriate reminders 
and follbw-up by KVIC. ... 

Immediately after 0MB clearance was received in the last weeR. of 
June, the original mailout to all qualified sajnple borrow€frs and 
lenders was conpleted using regular .first class mail. Question- 
naijres.wete sent to all borrowers for which OE or RMC had an ad- 
'/ drei^s,: even if the address was old or incomplete/ Postpaid re- ' 
turn erive lopes wete^also enclosed to encourage, response.. 

(3) Starting at this point and continuing, through 3ix:cessive follow- 
up activities, detailed records concerning all follow-tp. and re- 
sponse ,a<jttivi ties were kept on each sample member. 

^ 0) For several lenders who' expressedVconcem al^out the authority or 

^ necessity for the study, 'R^^C forwarded letters to the Office of 

'"^ • Education so that ^a^t.special letter requesting cooperation , 

* could be sent, ^ 

(5} A. .reminder letter was sent to nonrespondent lenders , asking 
their cooperat4pn in promptly returning tlie completed 
questionnaires, ] • \ . ; * 




(6) A large number o£ reminder phone calls was made.jto.riorirespQndiixg 
lenders (particularly the larger lenders) , asking them to respond 
tb the survey. In many cases," a^ duplicate copy 'of tnfe question-* 
naire'was'' sent since they had misplaced the original, 

(7) ^4ailgrams were sent to the remaining lender nonre^ondents as . 
a final reminder. ^ * 

CONFIDENTIALITY OF RESPONSES 

RMC and OE agreed early in the study to assure survey respondents that 
their responses would be held confidential. In the words of the question- 
naire itself: ' . 

Your answers will be held in full confidence. RIC will not make 
your questionnaire available to OE and will not "report individual 
responses --it is the sum of all responses which is iniportant to' 
the completion of our study. This'sample survey is not>:part of 
any financial auditing or clam collection'^procedute. Your iden- 
tification 'will only be utilized internally within RMC to coordi- . v 
nate dat^ collection and define questio^aire follow-tp ne.eds. ^ ; 

It was believed that this assurance might Help si^if icantly in getti|ig, 
useful responses, particularly about individual borrbwers^* ;v . ; ^ 

Of course.- once this was promised, RMC established ptocediites to ; |e ^ I 
sure it could fulfill that promise. Internal physical secuafity was maiin- 
tained by establishing special lockable workrooms and file cabinets for the" 
completed questionnaires. Although the data tapes" R^^C created included ' 
respondent nantes and Social Security numbers for indexing and linkjiig pur- < 
poses, the final dat^ file provided to OE at the end o£ the contract replaced 
tha.t identification data with random code numbers,, J ,> 

A related, concern during the study desi^ phase centered arouad whether 
the lenders would provide . financial and other data on sample borrowers or 
'whether they would claim', that the information was confidential.. The Office, 
of the Legal Counsel of HEW conf irmed Wt^Md the ,righ|,to request the 
data since it was guaranteeing .the loans and RMC was aetif|itas an 'agent of 
OB. ,Only a few lenders raised tliis is§ue during the''aG^v# stu#. .Jivmost 
cases, a follow-up letter from OE backing up RMC's request was su££iciehl> ' 
to obtain a response, 'only one lender (a large onfe in' Pennsylvania)' insis- 
ted on removing the names of the borrowers, from the survey forms before 
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returning them to RNfc. While^it is possible that some of the lenders that 
never responded ^t all h^ this concern, all the reasons that were given 
to RMC'^for nonresponse/ related to lack of time or. staff to do the work. 

DATA EDITIN(^ AND PRDQESSING PROCEDURES . 

, The completed survey "Questionnaires concerning both lenders and borrowers 
i/)/ere<garefv^liy controlled and edited by RMC to ensure mia^imum quality and 
yse ofttk^ available data,v, Receipt cdntrol was maintained through reference 
against a plreviously prepared control log of all individuals pr institutions 
covered by questionnaires. Manual editing of each survey form included 
the coding bfjcanswers so that Keypunching could be done directly from that 
fopi;. Coiciirig categories were established and used for open-ended questions . o 
^ ;ba56d;0nv6xan}inatibn of a large number of actual answers. 
: . for, all'^responses were'* als6 edited by coirputer before tabii- 

,^Slatib»s^ or (jthet analyses were prepared. The ^following paragraphs discuss 
;' j/the ol|Jectives and procedures of RMC*s edi-^ing activities in the content of 
^ data quality, / ^ ~ ^ , — , : 

'V -In survey research, there arQ two levels of^ data validity one can attenpt 
to achiei^: fi^st, to repres^nt^ the information in the silrvey instrument 
\awurately in the conputer storage medium; ,§econd, to evaluate the inter- 
nal^ consistency of the survey instrufltient to identify illogical/V^ttems. 
The bulk of the editing procedures used in this survey wdre directed toward 
the first of these goals. . \ - 

' There are bdfsically thr^e kinds 'of errors that .appear in the first level 
of data validation: (1) the. respondent' answered a question absurdly; (2) the 
person performing manqp.1 editing -made an incorre^St adj jostment; and (3.) the 
person C(keypuncher) who translated from the surve/ medium to the input com- 
puter medit^ made^an error. RMC's jinitial editing algorithm was directed 
primarily to the^first ^d last cases, -The algorithm amounted to a fi^ld-^ 
' by-f^ield check of the cdded responses against the allowal^le responses, a " 
display, of all errors, and recoding of two kinds of lionresponses. The al- 
,/|orithm^ can pick up ^bsurd respoiftes and is capable of identifying certain 
typical keypunch errors, ^uchXas ''getting a column off" (since eventually 
Va><|plumn-.ivill almost certainly Nbe out of range). However, it is helpless 
; against, certain errors such as punching ''an incprrect code that is also a 
■ valid code. ■ \ ■ , 



^ _ ' " ■ . 

The operational -procedure for each of the questionnaires was: (1) key- ^ 
punch the questionnaires in batches; (2) edit in batches, merging the edited 

.batch with'the previously edited batches^ (3) exaumie tKe edit output,, cor- 
rect the errors, and resubmit vdth the next b,atch; (4). run ^/^PSS-"- marginal 
analysis of the -data to identify the need for further, editing; and (5) run 

^ an edit-all on the survey' dat^ base, recodiftg out-^of-range ansi^ears a^ invalid ' 

. responses." • (In -all cases, the out-of-ran^e condition resulted in less 
thain 0.5 ^jercent of 'the' responses^ being receded as invalid foy any question.) 

The second level of data validation was not attempted in -terms of tk« 
conputer editing effort. The modus operandi in such art effort would be to 

' identify logical relationships among the data that preclude certain response 
patterns from occurring. , When such a pattern occurs, there are- several options; 

. (1) choosing an item to? control and force the other responses to bd. p on- 
sistent; <2)^onsidering^' all' of the answers ■ undepCTida^le and therefore in- 

• valid; (3) retuming'^o the survey re|porident' to validate the data; or ^ 
(4) doing nothinjg further. In addition'; the identification, programming, 
and resoltition of these error types are limited t>y the resources available 

to examine, .them. - r ' 

As a practical matter, RMC chose option 4. There is clearly no basis' 
for' option 1, except in the case of "skip patterns," where a. res^iondent 
was instructed to skip a question but did not. However; in tliis jcase, ,the 
proper cross -tabulations will provide the desired marginals for the ques- 
tion that should have been skipped. Option 2 was riot used because we felt 
that the loss of information through recoding would be more' harmful than 
the inconsistencies, which«may, in fact, have been more app'arent than real. . 
Option 3 was rejected because of the obligatick to place a, minimal a^irii- 
strativ§,burden on -the lenders in t#e sample. V addition, any attempt to 
contact the affected borrowers would have caused severe delays in the study. 
Even though this implied ignoring the congistenfiy ts^f the data as an editing 
■i mattlrl RMC explored this consistency in the analysis, making adjustments, 
wherever* necessary. 



9 



• a 



i; A co^iputet prograjif package „was used 'called Statistical Package for 
the Social. Sci^^nces (SPSS). " , . 
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APPENDIX B ■ ^ . ^ 

h . , . 

ANSWERS TO LENDER SURVEY ABOyT BORROWERS 

This appendix presents a direct tabulation of answers provided by lenders 
in response fo survey questions , about specified GSLP borrowers in the RNC 
gjajnple. The exact form of the- questions is reproduced alpng with the num- 
ber of responses received and the percent distribution, where megningful,'^ 
Responses have been weighted to reflect the probabilities used in the 3M- 
pie selection. / ' ' , . 
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PARI 1: rSlP SliUVIY 

ID Hf- iiiMri riLi) H)R lACH i«mnvi:R iDixni-iiip on Tni\A(:aiM]'ANYiN(; list of- c.si.p PAUTff:iiwrs 



(;SLP Lender ID Number 

Soc;iai Security NunluM- 
fas shovvn on I i^l in^) 

Student's Name 
f l.ist name f i r^t ) 



Please in/Jicatc the st^tas of this borrower's 
lo?un as of Deccrnl^er .^1, 1*)73. (M^rrk only one) 



• Paid in ^ill liy liorrowfT' ' 

Bein-R t;epaid m schedule t>...^.s. 

Payment was started, hut deferral fof 

later repaymenf ha:^ been authorrzed ... 28 

In Arrears: 
Cla|jn filed with guaranteeing agency, 

awaiting repayment , ... . . 64 

(naim. not yet fi,l«d with guaranteeing 
,agenc>M , ^ 108 

Repaid by Guaranteeing Agency: 

Due to borrower bankruptcy , .* 18 

Due to borrower death or disability ... 32 

Due to borrower default 53(1 

* - ' '-^ 
'Repaid b/n)ther Party (specify): 26 



Number Percent 
1^)00 



32.4 
41.2 



0.6 



1.4 

•3^.6 



0.4 
0.7 
11.5 

0.6 



*Not Yet Liable for Repayment : 

Still in'school or grace period. 164 3.5 

De fenced from start of repayhient 20 ^ 0.4 

*Ot\Hfif tio£^ Status: 

Loan never made to this borrower 29 0.6 

. Loan made but cancelled \ ^ AS ^ 1.0 

Loan status unknown (give reason , 96 2.1 



*^f loan Irf "Not Yet* Liable For Repayment" or falls within 
"Other LbSiStatus," db not complete the remainder of this 
questionnaire. * ■ • 

Missing cases »'286 



If any of the foUtJwing questions do not apply to this 
borrower, pljase write 'TSI/A" beside that quest i,pn. ' 



jL 



2. Plea.se indicate the nura]3.er of GSLP loans that you, are 
aware this borrower holds: % ^ 

V Loans Number Percent 



0 
1 
2 
3 
4 
5 
6 
7 
8 

10 

Mean « 1.43 
Missing caseii 



414 
,2,243 
631 
293 
154 
. 53 
' 19 
4 

0. 
S 



10.9 
58.8 
11.5 
7.7 
*4.n 
1.4 
• .5 
.1 
.0^ 
0 " 

.1 



Standard Deviation 
1^087 {12,2%) 



1.11 



Wlaat is the totaL-jdoUar amount of the^e GSLP Idans? 

AveTage^ollar amount $1, 481.11 "Standard error « $18.26 
Missing cases = 1,253 (25.61) 



3. 



How rftany\of this l-jorrowor' s GSLP loans originated 
at anothe^, lending institution and. were transferred 
to, you? ^ 

Number of these transferred loanji serviced by your 
institution (If none, write "0"); 



lx)ans 


NlDitlx^r 


Percent 


■ 0 


3,5ni 


97 


1 


'.)3 


2.5 


2 


It 


.3. 


3- 


; 1 ' 


.05 


4 ' 




.] 


5 


0 


0 


6 


0 


0 


.7 ' 


1 


.05 



Missing cases « 1,304 

Number of these transferrfed loans serviced by another 
insti-^ution (If none, write "0"):^ 



Loans 

0 
1 
2 



Number 

3,588 
8 
1 



Percent 

99.7 
.2 
.1 



Missing cases » 1,243 



How many of t;his borrower's GSLP loans originated 
at, your institution? (If none, write "0" anc^ go 
to Q. 7) \ ^ 



Loans 


Nunber 


Percent 


0 


388 


9.6 


1 


2,424 


^9»6 


2 


689 


, 16. ^ 


3 


318 


7.8 


4 


167 


4.1 


5 


• 53 


1.3 


6 


17 


* ..4 


7 


5 


.1 


8 , 


3 


.1 


9 


1 


.05 




Migsirig cases « 837, 



Was this bprrower already a customer when he was 

first issipd ji GSLP loan By your institution? 

Nuniber Percent 

Yes , 1.406 49.3 

No . 1.448 50.7 
Cannot Determine 

Missing cases 2,048 



Was any other member of the student's family ^oing 
business with you regularly at the time when the 
borrower was first issued a CJSLP loan , by your ^ 
institution? , ^ 

Number Percent 

Yes 1,521 66.7 - 

■ No (GO TO Q. 7) 758 33.3 

Cannot Determine 
(GO TO Q. 7) 

Missing cases «p 2,653 

If YRS, what was the nature of that relationship? 
(mark only one) 

Number Percent 

Through a business 38 2.6 

Personal account only 1.244 83.8 
Both business and 

personal account 203 13.7 * 

Cannot determine - - ' 

Missing cases « 3.,417 



T50 



1)005 thq; borrower now haVo uji accoMnt with you otjier 
than the CISI.P Ipaiv? ' 

Nun her Percent ^ 



No 

Don' t know 



2,054 



27.4 
72.6* 



MissXng cases % 2,()"2 ' 



Did the boiTOwer ..f inisK'thc program in which he 
was enrolled in the school he attended with his" 
l$st Cor only) CSLP loan? - ' 



Yes ^ 
No - 
Don' t Kiiow4 ' 

MissiBg cases = 2,147 



Number 

1,9'89 
766 



Percent 
72.2 



9. i\/hat method,^ were used by lender, in attempting 
to contact the borrower in order to initially ^ 
establish or negotiate repayment terms? In- 
. dicate the number of times each method was 

used by marking one box on -each korizontal line. 



Letters pr 
telegrams tQ 
borrowpr 


J None 
No. Pd recent 


" Once ^ 
No. Percent 


* 

2-3 Times 
No? Percent 


More Than 

3 Times 
No. Percent 




1,535 43.4 ( 


1,023 28.9 


* 

568 1.6.0 


Letters or 
telegrams to 
school (s) ^ 


1,770 80.9 ' 


261 11.9 


140 6.4. 


19 0.9 


Telephone - 
calls to # 
borrower 


1,487 64.8 


448 19.3 


247'l0v6 


14*3 ' 6.1 


Commimica; 
"tion with 

borrovver' s 

family 


'Ji,523 67.3 


• 

469 20.7 


178 ,7.-9 


95 4.2 


Outside 
assistance 
Federal 
Govt\ 


1,904 90. l'-' 


170 8.0 


29 1'. 4 


'10- 0.5 


State or 
private 
agency 


l,-937 93.'0 


S2 3.9 


'50 2.4 


14 0.7* 


Other . 
(specify) ; 


U106 92.0 . 


7^ 64 


*t- 

15 1.2 

1 


5 0.4 



10. Wepe repay-ment terms" established or negotiated with . " 
this borrower? . * . 

Number - Percent 

Yes s * 3,571 -83.3 

No CGO TO X). 11) • 676 f6.7 

f ^Sp^- » ^ . - " - ' 

a. On what date was the mqdifieti promissory note signed? 

■ - ■ • . iaj 

b. What Were the. repayment terms? 
Monthly payment 57 taveragej " 



. Length\ of repayment 

periqd (in months ) 48 - (average) ' 
, Date fiirst payment was due ' , »' 19j 
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11. If repayment terms were not negotiated, exj^lain 
why. . 



12. Was any of the loan,. repaid by the borrower? 

Number ' ' 'Percent 

Yes 2,676 74.4 

No .((B TO-Q. 16) 922 *25.6 

13. Did the borrower maker a lump-sum payment 'or any 
pre -payments? 

Number Peycent 

, Yes 809 24.4 . 

No (CD TO Q. 14) 2,499 75.6 

If YES, indicate date(s) and amoiint 
lump-sum payment or the pre- payment (s) 

Date(s) $ Amount (s) 

' - 705 (average) , 



360 (average) 



14. 



15. 



How many monthly paymemt^^ had the borrower made 
as of December ^^1, 1973? - ^ 

* ■ Monthly Payments 



When was the last monthly payment made (up' to 
■December 31, 1973)? 

,19 



16. 



Has -there been any modification or extension of 
repayment terms for this btDinrower's GSLP loan? 
(This question re'fers to such pracj:ices as re- 
financing of loans; it do^s^'liot refer to autho- 
ri^d deferrals.) » 

Number Percent 



Yes 
No 



173 : 
3,631 



4.6* 
95.4/" 



17a. Was this student ever granted a defpfral from - 
repayment? - ^ • , " 

Number Percent 

Yes " . 280 7.4 

/No (GOTOQ. 18) 3,513 ^ 92.6 

17b. If YES, wljen did this deferral begin? 



(Month) _ 
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IVhen did (or wi?l) this deferral end? . 

(Month). 1 9 . 

17c. What was the iq^jor reason for the deferral? 
(Mark only one) n 



Borrower went on to further 

schooling or training 
•Borrower entered jDub lie 

service (Feace Corps or VISTA) 
Borrower entered military 

service 
Borrfewe;jr had illness or 

temporary disability 
Borrower^ had financial 

difficulties 
Other (please specify) : 



Number 


Percent 


112 


38. 3 


13 


* 4.5 


86 


29.4 




i . 2.2 


57 


19.4 


18 


6.3 



Reason unknown of unrecorded 



18. Has the borrower ever been l^e in his repayments? 

" Numbfer Percent \ 

• "tes ' 1,226 34.5 

No (GO.TO'Q. 19) . 2,325 65.5 

If YES, ,ho!w many late payments has he made? 
Late Payments 



-4 



19. Has borfSw^ 



.^^_,i.^ijlted: on repayment? 



J^umber 



Percent 



a2;i^ 



.1 Yes 666. 
No (CX) TO Q.. 21) 3^053 

20. Did the lender contact or attempt to corrtac-t ,the 
borrower regarding the default? ^ 
^ ' • * 

Number Percent 

Yes- , 668 r 

No (GO TO Q. 21) 2^7 ' 26.7 

Information Not ^ 

Available (GO TO Q. 21) 65 6.5 

If YES, what methods were used to contact or 
attempt to contact the borrower regarding the 
default? (Indicate the number of times each 
method was ^used by marking one box on each 
horizontal line.) 



LePtters or 
telegrams to 
borrower 


None 
No. Percent 


Once 
No. Percent 


2-: 

No. 


5 Times 
Percent 


More TJian 
3 Times 
No. Percent 




44 


6.2 


' 62 


8.5- 


189 


26.2 


42'5. 


59.1 ■ 




Letters or 

telegrams to 
^ scJiool{s) 


292 


60,5 


124 


25.6 


51 


10.5 


17 


.3,4 




Telephone 
calls to 
, borrower 


146 


25,0 


86 


14.7 


145 


24.8 


207 


35.5 ■ 




Commiihica- 
<?tion with 

borrower ' s 

family 


171 


33.6 


121 


23.8 


104 


20.5 


112 


22.1 




Outside 
assistance 
FederaJ^ 
Govt. 


211 


41.2 


:237. 


46.4 


38 


7.5- 


25 






State or 
private - 
. agency 


30(1 


75.9 


43 


\f 

10.9; 1^ 

-. i\ 


38 


9'. 5 


15. 


■ ^.7 




Other 
" (specify 


155 


75.5 


'34 


16.7 


6 


A 

3.1 


10' 


4.6 " 





21. If boi^ower has ever b^en late in marking payments, or if^ 
hfe has fallen behind or defaulted,, is there anything , in 
your experience with this borrowej* that would explain 
, the default (or falling behind)'? 

Number ' Percent • 

Yes 324 19.8 

No ^ 1,312 - . 813.2 

Not Applicable- - ' ^ 

If YES, please explain: 



PLEASE RETURN THIS FORM DIRECTLY TO im SURVEY CONTRACTOR; 
RMC RESEARCH CORPORATION,, 7910 WOOMNT AtoltjE, BETHESM, mCfUm 20014 
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. APPENDIX C 



ANSV«ERS TO* LENDER SURVEY ABOUT GSLP 




This appendix presents a tabulation of answers provided by l^a^ers in re- 
sponse to survey questions. The ^xact form of each questipn is presented 
alOM.j|ith the nimber of responses represented or the mean value of the 
numeHcal answer-s. The data shown have b'eeh inflated using ^sampltng prob- 
abiiities and therefoire represent estiJTia,tes for the miverse of GSLP 
lenders, having borrowers in repayment. No noiiresponse or o£her adjustments 
have been made on the data presented in this ^appendix. 
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0MB No. 51-S 74017 
Exp. Date 8/31/74 
RUC-l - ~- — 



Dear Sir: ♦ . \ 

Under contract from th^ U.S. Office of Education, RMC. Research is ^ 
conducting a survey of a sample of lending institutions participat-ingjjri 
the Guaranteed Student Loan Program (GSLP). In April your institutionT^ 
received a letter from the Office of Education descril^ing this survey / 
and requesting cuirent addresses for several GSLP borrowers from your / 
institution as well as your cooperation in completing a questionnaire V 
covering GSLP activities in your institution. As that letter described, 
the purpose' of this sunrey is to obtain lender input to the policy planning " 
process, to obtain data neejded by OE to better forecast cash flow, and to^ 
further investigate borrowi^r defaults. Your institution is one of 800 *^ 
lenders selected at random! for this ^rvey. ' ^ - > 

We would therefore appreciate your couplet ing the attached questionnaire 
as soon a5 possible and returning i^: to RMC Research in-'the envelope provided. 
The questionnaire should be conplejted by the Senior Loan Officer (or other, 
senior officer) having respon^ioility for the Guaranteed Student Loan Program, 
although we recognize tha^ the help of other staff may be needed for certain 
data. ^This questionnaire is addressed to the. selected lenders identified'as 
holders of existing GSLP Ibans- If this organization is part of a larger 
organization (is.g., a branch bank), the ^swers to. some questions may require 
communication with other organizational units^ and we would appreciate your 
cooperation in tHis respect., Payt I of the questionnaire concerns overall 
lender experience and policies,' while Part II requests supplemental data on 
the borrowers in the sample froia)your institution. ^ Although, it was necessary 
to cover several areas withv the/attached questions, we hope your prg^nization 
will provide the most conplete data your files permit so as to facilitate 
the development of inproved program operations and , procedures . . 

Your' answers Will be held in full confidence. ilrill npt make your 
ques^:ionnaife available to OE and will not report individual responses^ -it 
is the sum of all responses which is inportant to the conpietion of our study. 
This sample su^r^ey is not part of_any financial auditing Or claim collection 
procedures. Your, identification will only be utilised internally with^ RNK 
to coordinate data collection and define questionnaire follow-up needs. It 
is also inportaht that you' answer the questions directly rather than just 
repeating what you think we want to hear, / 

Since your help is indispensable to the successful conduct of this^ study, 
w^ would appreciate 'your prompt attention in^ completing this questiOTiiaii^e. 
If necessary, further information cah be obtained from .Dr. Keifiieth Gordon, 
at ..(301) 656-2700. . . . 

RMC Research Corporation 

• ' 7910 Woodmont A venue Bethe$da, Maryland 20014 • Telephone: (301) 656-2700 

' ' • . ' . 145 " / 



Please indicate person to be contacted if 
some respoia^es need further elaborajioHo 

Name: 

Telephone No. : ' 



Lending Institution: 
PART I: AGGREGATE LENDER EXPERIENCES AND POLICIES - 



Section A. AGGREGATED STATISTICAL DATA 

The questions of this section describe several aspects of your institution's 
operations that are needed to supplement existing data so that the Gu^rantfeed 
Student Loan Program (GSLP) can be compared across the various t^pes of lenders. ' 
While we recognize some lenders' recordSvjjjay be organized in slightly different 
ways, we would apprecia,te your best efforts" to provide as much Of the requested 
data as possible. If barriers exist, please provide the closest data possible . 
and explain differences in the margin. ^ ' 

Please answer the fpllowing questions for the lending unit (e.g., branch, 
headquarters, etc.) which deals directly with the federal, state, or private 
giiarantee agency and is identified by the lender identification number to which 
•this questionnaire was addressed. , ^' 

^Specify the type of len(^ing unit indicated by this lender identification 

Headquarters with decentralized' units „ number:. 
Branch of a larger lending organization * 
Independent, unaffiliated organization 

Other (specify) : ' . 

'. ■ ■ • ■ . ' 

Note that throughout* the questionnaire we are^ requesting that jour responses 
include data on the Unitedi Student Aid Fund (U.S.a)^.), if applicable. 

If any of the questions are not applicable, indicate 'TSI/A" beside the questions. 

^"^ '■ ~, ' ^ 

1. Please indicate your institution's total assets at the end of calendar year 
1973, the total dollar amount of your loan portfolio, and the amount you 
held in GSLP loans at that time: 




Total Assets 

Total Dollar Amount of Loans 
Dollar Amount of 'GSLP Loans 



Principal Only 
$ 1,808,611 
$ lj062'812 

$ i<)l\m 

(Dollars Only) 



Indicate the number of GSLP borrowers and loans, and the total dollar dis- 
bursements made for GSLP loans during the last three calendar years: 



Number of 
Individual 
Borrowers 




1971 117 
1973 151 



Total 
Number * 
of Loans 
(if different) 

219^ 



203 



251 



Total 
Dollar 
Disbursements 

183,104 
190,557 
204.484 

CDpllars Only) 



No 
L^ans 
Granted 

.1.2 
' 1.6 
1.1 



Numbers appearing in parenthe^€^''^e keypunch instructions and should be ignored by respondent, 
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If/your records do not show the detail required in Question 3, could you 
pi/dvide the following aggregated figures for GSLP loans you held at the 
eftd.of 197S? 



Number of students.: 3,900 
Number of loans: 6,500 



As of December 31, 1973, what was the total outstanding amount of unpaid 
GSLP lo^s? (Dollars only. If none in a category, vnrite I'O/') 



Principal (if available) 
Interest (if available) 
Total 



State or 
Private 
Guaranteed 
Loans 

$ 4,596>900 
$ 8>369 
$ 



Federally 
Insured 
Loans 



$36,348 



-Section B. DEFAULT EXPERIENCE 

We would like to ask you abCGt your experience with borrowers who defaulted- 
on their Guaranteed Student Loans in calendar year 1973. 

Please indicate here if you had any defaults on GSLP loans during calendar 
year 1973: 





^0 




2755 


41.9 


Yes 


3804 


57.9 


No 



(If your answer is "No," do not complete this section.® 
Please skip to Section C, Question 9.) . 

We request that your responses include data on the United Strident Aid 
Fund (U.S.A.F.), if applicable.' 

If any of the questions are not applicable, indicat^x^TsJ/A" beside the "questions, 

\N ' ' ■ ■■ 



. . ■ ■ 157 ■ ■ ; 

Numbers appearing, in parentheses ard keypunch instructions and should be ignored by respondent, 
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^ . i : » :r ^ '■ ^ 

For calendar year 1973, please give aggregate figures on all the GSLP 
loans on which you filed a claim for repjayment from a guarantee ag^cy 
because of borrower default, whether repaid in 1973 or not. (If none, 
, in a category, write "0/0 ' . - - ^ 



Guarantor was a State or Private 
Agency 

Guarantor was the Federal 
Government 



Nuirfper of* 
Borrowers 
Defaulting 

19.136- 
17,9 



Total <• - , 
Dollar ^ ' 
Amount 



(nollars Only) / 



7. If you had defaulted GSLP loans against which you filed claims during 1973, 
how long did you usually have to wait between making the claim 'and actually 
receiving payment from the guarantee agency? We would like to knov'/^the 
average time you had to wait, and about how big the range is around this 
average . ^ ' \ , * 

For Loans Guaranteed by a State or Private Agency: ' , . • 

I The average waiting period i6 8,490 weeks , 

(2i-22) 

and usually falls between. 6.086 and 9*645 weeks, 

. ; (23-24) - (25-26) 

For Loans Insured by the Federal Government: ^ 

The average waitiilg period is 14.377 . weeks , 

^ (27-28) ; 

and usually falls between 12.083 and 17.481 weeks. 



8. 6f the GSLP default claims you filed during 1973, about what percentage . 
were returned to you with requests for further documentation? (If none 
in a category, write '*0.") 

Of those claims filed'^with a State 

or Private Guarantee Agency 2uJ16.^ ^^^^ returned for further documentation. 

(33-35) 

Of those claims- filed with the U.S. , 

• Office of Education ^ 7.138^ were returned for further documentation. 



(36-38) 
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. ,.: Section C. Afl^INISTRATIVE PROCEDURES AND BURDEN 

«. , ,■• ., 

To help us investigate the administrative. burden which the Guaranteed 
Student Loan Program places ori lending institutions, please answei* the following 
questions. , • . ^ 

We request that your responses include data on the United Student Aid Fund 
p.S.A.F.) , if applicab:^,e. . . ' • 

. < If any questions are not applicable, indicate "N/A" beside the questions. 

9. What kinds of appraisals do you ma3ce (financial or otherwise) of an appli- 
cant for a GSLP loan when deciding to approve or reject the loan? "fMark 
t)ne box. on each horizontal line.) • 

■'"t" ■ ■ ' ' ' ' ■ ■ • • ' 

\ . ' * Rarely 

' . ^ / ^ • • ' . or 

Always Frequently Sometimes Never 

'^reLlations''''^ '''' 6€30 9^ ■ SO^' ll 

.• • , regulations g^.^ 1.4% 1.81 

Check personal or .fainily credit 3526- 1321 * 1016 856 
• experience , 52. 5% 19.7% 15.1% 12.7% ^ " 

^ Check student's past school 1094 760 2078 2654 

• ^ record 16.6% 11.5% 31.6% ^ 40. 3i 

■ Determine whether applis;^nt.,or ■ 5329 549 » 377 462 \ 

his family is current customer . . 19.3% 8.2% 5.6%',. 6.9% ' 

.Assess the program or school the 1220 ^72 1427 3304 

' applicant is pursuing (academic 18.4% 10.1% 21.6% - 49.9% 
vs vocational) ; 

CoTTpare to your prtvious history 668 554 1668 3716 

' with similar applicants • 10.1% 8.4% 25.3% 56.2% 

Other factors (please specify) : 370 68 " ■ 11 15 

79.7% 14.7% 2.5% 3.2% 
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10. If the GSLP Program were to be' operated according to your views of what 
constitutes a sound educational loan program,* how importaijtrjvould you 
consider %he following fj^ctors ia.approving GSLP loan?? - (Mark one box - 

on each horizontal line.) ^ , " . 

Very^ ^me^t - Not 
Important . Important In^dttant 
. - ' -1 -2 -3 
Applicant should be attending a degree- 
granting institution (not a vocationX ^^^^ ^^g^^ 4395 
al or specialized training institute) X ^ 23.9% 64.-4% 

Appligant should not be a first-year ' \2H 1246 4350 

student ...^../.TT: 17.8^o 18.3% 63;9% 

' Applicant or. his family should be a 47^ 1S66^ 467^ 

customer of the lending institution ... 70.2^ 22.9% 6.8% 

Applicant should not. receive more fcfr a 4769 \ ^^^^^^ 

subsidized loan than the amount of 70.0% 24.8% 5,2% 

financial need certified by his 

school 

Applicant should be attending particular 312 1088 5446 

s(;hools in your local operating area .. 4.6% , IS. 9% 79.5% 

Applicant should show a strong academic 9g3 4395 1424 

recbrd ...^ .^4t.^n:;¥H-.a . \^Ar^ 64.6% , 20.9%" 

Applicant 's,fina®Q&l situation should 3220 y ' '^35%.., 1285 

indicate low prpbability of default ... 47.0% < 34.3% "^^"';U§.7V 

Applicant should not have too many other 5320 1364 180 

debts .77.5% • 19.9% 2.6% 

Minority groups should be favored over - 15 . 559 6252 

others ■ ■ 0.2%. 8.2% 91.6% 

Part iculari^ age groups should be ex- 11*4 428 6301 

' eluded.... 1.7% 6.3% 92.1% 

' 160 - 32 3 

Other .(specify) : ^ 81^9% 16^5% 1^6% 



11 • 



When you find it difficult td locate a borrower of a GSLP lo; 
has come due, how many times wbuld you estimate tiiat you use 
methods to try to contact hiirt before filing a default claimZ 
box on each hori'zontal line.) 



iwhose loan(s) 
the following 
(Mark one 



Telephone calls \ 518- 

Letters] telegrams, or mailgrams . 
Private/ skip- trace setvice or 

credit buf eau 
U.S. Office of Education\Pre-Claims^ 

Assistance Program (marlgram servic^) 
Cbmnjmiication with borrower's relative^ 
Cop 
3ther 



ucation with borrower's reiaiive^ 
lication \51th borrower schqol(s, 
(specify): x . 





•"Two or 


More Than 


Not 




Three 


Three 


at 


Once 


Times 


Times 


All. 


f 1 % 


W 1 % 


# % 




518- 8.3 


2071-33.3 


3574-57.6 


47- 0.7 


272-= 4.3 


2778-44.3 


3216-51.3 


4- 0.1 


2300-38.7 


258- 4.3 


222- 3.7 


3165-53.2 


2036-35.5 


1146-20.0 


3U- .5.4 


2236-39.0 


1455-23.7 


2228-36.3 


2415-39.4 


38- 0.6 


2688-45.9 


1581-27.0 


532- 9.1 


1059-18.1 


178r46.1 


134-34.6 


63-16.^ 





w-Qi*-rs in parentheses are keypuncl^ instructions^ sbould b'fe ignored by respondent. 

ERIC \- 152^ 



12,. We would like to have your best estimate ©€ how the administir^tive costs 
. ' o£ (^SLP.^loans compare to your experienoe iwith alternate loans to \^ich 
you might coiFinit your funds (such as censumer installment lo^ms or other 
short-term uses) , op the basis of the, cost t)er loan . ' (Mark t)ne box on 
each horizontal dine.)^ 



■ . For'^he ^FollbwiBg Elements : ^ 


■ . The Cost o£ a GSLP Loan is: 


Very Much 
'..Lower 


Somewhat 

Lower 
. -2 


' Nbout " 
the Sajne 
*. -3 


Somewhat 
Higher 


Very Much 
. Higher 


Placing (acquiring the loan) 


.221-3.5% 


728-11.4% 


28a7^4A.5% 


1491-23.4% 


1105-17.3^0 


EstaWishing repayment terms 


176-27% 


174-2.7% 


1609-25.1% 


3018-47.1% 


1435-22.41 


, Normal processing of loans 
during repayment 


2 

O.D% 


55 
0.9% 


3470 , 
54, 1% 


2138 
.33.3% 


746 
11. 6% > 


Maintenance o£ Special Records 
.(meeting reporting require- 
ments, interest billing, etc.) 


31 
0.5% 


120 
1.9% 


946 
14.7% 


L&ll 
28.-2% 


3516 
54.7% 


Searching for defaulters 


270-4.3% 


443-7.1% 


2911-46.9% 


L375-22.2% 


1201-19.4% 


Other important co5t\ elements 
(please specify) : 

3.* ^ 


41 

5.8% • 




35 
4.9% ^ 


121 ■ 
17.1% 


512 
72.2% 


^-r — "■!; 

b. . 


11-4.4% 


1-0 ..6% 


14-5.4%.^ 


23-9.2% 


203-80.4% 


/it- , — < 

c. 








3-15. 7/i 


16-84.3% 



13c Of the total costs you incur for administering GSLP loans, please estimate 
what percentage (on the average) of these costs can be attributed to the 
following tacfors . (If none in a category, write ''0.") 

<j 

Placing (acquiring the loan) • • 16,9 ^ 

■ Establishing repayment terms 16,7 % 

"^Normal processing of loans during repayment " 19,0 ^ 

f^intenance of Special Records (meeting reporting > 
- requirements, interest billing, etc.)"../ )29,4 % 

• Searching for defaulters ^ ^ 9 , 8^ % 

Establishing claims on defaults ; 6,5 % 

Other important, cost elements (pleasQ specify) : 

^ \ • 1^3 a 



2.4 



1,9 



Total = 100.5^ 



Numbers in parentheses are keypunch instructions^ and should 'be ignored by responderit . 
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14. Could you give your best estimate of how much time .your -personnel spent ^ ^• 
during* an average month in calendar year 1973 handling all aspects o£ 
GSLf loajis? Please estimate total man-hqurs per month for the personnel 
' types below, (If none in a category, wite ''O.") ' 



Officers * . ' 

Supervisc^rs 

Tellers, clerks, and other 
support personnel 



Total Man-hours 
Per Mbnth 

2^.4 



■ . . . • » ■ ^ ' ' 

15. Does, your institution have financial ceilings on your tot^ participation 
^ in the GSLP program? (Mark ^Tes'^ or "No" for each.') . ;^ 

^ Mount (if ■applicable) " 



Yes 






980 

(18.3%) 


4368 


Dollar limit . 


(5.4Z). 


4217 
(94.6%y 


% of loan portfolio 


- 1180'* 


3 ^ 


^ OMier limit (describe) 


,(99.7%) 


(0-.3^) 


390 - 100% 











1U.504 





16. 



In noi:7iial situations, how frequently do you il^ the foi;Lowing proceduresr 
tp establish repayment terms for borrowers in the GSLP program? This 
qtaestion does not ref er ^to protedures used for locating ^and collecting 
from defaiilters once repayment terms have been established, (Mark one box 
on each horizontal line,*) . . - 



Always, 



Face tto- face meeting wi^* borrower • 2209 
Telephone contact with borrower • • • • 546. 
Mail correspondence vd|h borrower • • 2007' 
Working through^ a state guarantee 

agency % ^ 

Working throug^ another third party 

(specify) : ^- 

Other ^speciiyT: 

- 62 



319- 
>373- 



•33.4% 

• 8.4% 

r30.7% 
■ 5.2% 

• 6.1% 
•36.3% 



. \ ' - 
Frequently 


* 

S^bmetlm^s 


Never 


2739-41.4% 
2889-44.6% 
2668^40.9% 


1623-24.5% 
2598-40.1% 
1619-24.8% 


49- .7% 
449- 6.9% 
236-" 3.6% 


106- 1.7% 


1048-17.2% 


4636-75.9% 


366- 6,0% 


2751-44.8% 


2654-43.2% 


52-30.4% 


48-28.4% 


8- 4.9% 



Numbers in parentheses are keypund^ Instructions and should be ign^d by respondent. 



17. Please indicate v^ich o£ the following best describes your institution. 
(Mark only one.) ' » 

l—Li. 

259- 3.8 We have a specific department that handles nothing but 
GSLP loans 

4714-68.8 Within one of our departments we have personnel vAio > 

are assigned to GSLP loans 
1879-27.,4 Other (please explain) J 



18. How would you rate the profitability of GSLP loans conpared to your overall 
inistallment loan portfolio? If you. do not have an installment loan port- 
■ folio, rate the profitability of GSLP loans conpared to other uses to which 
you put your money. (Mark only one.) 



2709-39.7 
2619-38.3 
1206-17.7 

119- 1.7 
11- 0.2 

166- 2.4 



Very mxch lower 
Somewhai; lower 

About the same (Skip to Q. 20) 
Somewhat higher (Skip to Q. ?0) 
Ve"^ much higher (Skij) to Q. 20) 
No t\ applicable (Skip, to Q. 20) 



19. If you Stated in\ Question 18 that in your experience the profitability of 
GSLP loans is "veVy much lower" or "someyiat lower" compared to your .overall 
installmenlf. loan pWtfolio, how would you rate the in^jortance of the' follow- 
ing factors in accounting for this? (Mark one box on each horizontal l:|s^ie.) 



Very 
Important 



Lower interest rate (includ'W special 

- allowanees) X. 4374-83.4 

Higher acquisition or placement^costs .. 1046-20.4 

Costs of locating borrower at repa)mient 

time ' i^.. .. 1623-30.9 

^Delays when filing claim fo^ default \, 1655-34.8 

Excessive record- keep ing- and reportin| , 

to guarantee agency . .f. . \l30-59.1 

Other (specify) : ' ' ' 



271-79.7 
49-48.6 



Somewhat" 
Important 



% 



839-16,0 
2125-41.4 

2088-39.8 
1404-29.5 

1932-36.5 

69-20.3. 
52-51.4 



Important 



T 



29- 0.5 

1968r3f8.3 

!' 

1538,-29.3 
1701-35.7 

233- 4.4 



\ 



Numbers iffss^arentheses are keypunch instructions, and shcmld be ignored by Respondent. 
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Section D. LENDERvPARTICIWION IN "Trffi GUAIUI^D -STUDEOT ' , 

The 'following t;|uestions exfvlore the influence of various factors on the 
actual potential participation of a lending institution in the GSLP program. 

We request that your responses include data^ on the United Student Aid 
Fund (U.S.A.FJ, if applicable. ^ 

If any of the questions' are not applicable, indicate "N/A" beside the questions. 



20. 



V. 



Of the various reasons that lead your institution to continue participation 
in the. GSLP program, please indicate the inportance your institution attaches 
to" the. following commonly-mentioned reasons, ^^^rk one box on each hori- 
zontal line 0 



(1) 
(2) 

(3) 

(5) 

(6) 
(7) 



Very 
Important 



The piti|itability of the loan;^.^ 641-10.2 

A. service to fdmily members of exj.sting 
•custoTOrs , 5626-87 . 1 

As access to potential future 

customers 2167-33. 9 

Service to clients of an affiliated 

educational institution 312- 5.0 

General* assistance to the community in 
assisting educational attendance -and. 
^financing . . . . ... 3147-48.*9 

Federal government request or 
encouragement for participation .\. 164- 2.7 

Other (speci 



Somewhat 
Important 

ISA 



\ 



\ 



1^-15.2 
52«^6..5 



2464t39.0 
69S^10.1 
3198-50.0 
805-13.0 

2204-34.2 
2139-35.3 

714-84.8, 
8-13.5 



Not 
Important 

nor 



3267-50.« 

181- 2.8 
1030-16.1 
5071-81.9 

1089-16.9 
3760-62.0 



-3 — : — — — ' — '^"x 

Of tl;e reasons mentioned in Question ^20, v^ich are ^W^ two most important 
reasons :^r the participation of youi;^stitutign? » A <^ . , , 



a. 
b. 



2-68%,- 4-15%, 5-8 „5%, 3-3.8%, 1-3% 



5-47%, 3-24%, 7-13^, 2-10%^ 1-3.5%° 



-i3- 



Numbers in parenthesfes are keypunch instructions and should be ignored by respondent. 
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ft 



22a. Are there conditions •(such as^changes in operating procedures of the GSLP 
program, the nwney market, interest 'rates for GSLP loans, termsVof repay- 
->ment, 6tcO which Would encourage your insfitution to* increase the level, 
o£ its current financial participation ii;i the GSLP program substantially? 

* ' . . 1880-29.6% ^ Yes - - ^ ^ . ' ' 

* ^ .4470-70. 47o / No (Go tO ^23) ^ - * 

22b. If "Yes,'* please dfescribe^ . ; ' 



1 



23. How would you characterize your institution's short-range expectfations 
with regard to your level "of participation in the GSLP program? (Nferk 
pnly oije.) ' . _ - 



ft ' 


% 


330^ 


4.9 . 


.361 


5.3 


69 


,1.0 


•2777 


41.0 


35 


o\ 


131 


1.9' 


2523 


37.3 


X 411 


6.1 



We plan to cease new lending under the GSLP program ' 

We to reduce lending uader this prbgrJim by 21^ or more 

We plan to reduce lending under this program by 10% to 2m 

We- plan to continue our level of participation ,at about \its 
current level (plus ot minus ;iO%) (Go to Q. 26el) 

We plan to increase lending under this -^program by 10% to 20% 

We plan to AricfQase/lending under this progra^n by' 21% or mbte 

Our participation wilf d^end on customer demand (fio to 26a} 

Qther (explain) : / . . . . . \ ^ 



24: 



If you indicijted in Question 23 that, you^ are expecting an^ increase or a 
decrease 6f 10% or more in your participation 'in the GSLP program, would, 
that be in:- (Pferk only one;)'* 



529 
i 



76 



44.9 
4.4 



Total" 'dollars committed to GSLP loalns 



Dollars for GSLP' iQgji? as percentage t)f your installment loan portfoli 



^52L 4^^' Bathetotal d611ar3 and perpentage of installment loan portfolio 



6.5 ^ ©ther (specify) 





,%intrers in. p^re^nthes^s ace keypunch, instructions and' should be i-givctred. by respondent. 
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25. I£ you indicated in Question 23 that you are expecting an increag^-^^^^ 
d.@crease oi 10% or more in ypvr participation in^ the GSLP program, could 
.you explain briefly the reasons for the change?- 



26a. Criticisms of the GStP program have suggested several . aspects of it that 
might act to discourage a lender from continuing or increasing participa- 
J tion. Can you give your institution's evaluation^ of the following^ factors 
that mig^t discourage .its participation? (Mark one box oil eadi horizontar 
line.) ' . » ^ ' " ' 



Very^ Somewhat Not 
Important In^)ortant Inportant 



(1) Low interest rates conpared to com- 



peting use of funds . , , . 3725-56,0 

(2) Low total revenue : . . 2668-40. 9 

(3) High default f>r claim rate 1780-30.7 



(4) 



Repayment' period. 3318-49.9 



(5) High cost of processing payments 1551-23.3, 

(6XHigh total cost of GSLP loans ...... 2619-4Q. 3 

(7) Difficulty locating the borrowers at 

^ repayment time , - ^. .... 1866-28 . 4. 

(8) Government delays in paying claims ^ <> 

against defaulters 2065-31.9 

(9) Too much unnecessary paperwork... 3835-57.9 

(*fO) Other prograins for student assistance ^ 

are more efficient 520- 8.5 . 

* . » • 

(11) other (please specify):- , 



241-73.2 



% 



2596-39.0 
2479-38.0 
242^-41.9 
1795-27.0 
2380-36.0 
2016-31.1 

2521-38.3 

1699-2,6.2 
2374-35.9 

665-14.2 
20- 6*0' 



% 



336- 5.0« 
1369-21.0- 
1588-27.4 
1537-23.1 
267 3r 4 0.5 
1857-2^.6 

2195-33.3 

2717-41.9 
413- 6.2 

4712-77.3 
69-20. a 



26b. Of the factors .mentioned above, what are th,p two most inportpmt disincen- 
' tives to your institution, .in order of inpQrtancei? ,j - / 

, " (•3-) 1-40%, 9-22%, -4-10%, 246-7.8%, ■ ^ ' 

(b,) 9-19%, ^4-17.8%;- 1-16.5%, '2-11%,. , • 



Numbers In' parentheses are Heypmnch ins t rut t ions and should be ignored by respondent 
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2^1^: J Does your institution have^ an ass^iation with a particular educational 
institution such* -th^t many or all ^o£ the school students receive 
their GSLP* loans throQ^^^our institution? ' . - ' 

ia4- 2.7% Yes « . . * * \ ' 

6560-97.3^ . No (End o£ Quest iojiaire) 

27b. a ''YeS/' "indicate the nature o£ that relationship: (Mark all, that 

apply) ' ' . \ ' ..^ . ^ • ^ 

100 School conducts a large amount of its banking activities v^ith 
this lender. ^ y / 

12 ' Both lender and school are affiliates of a common parent company. 



.115 ' ,No common owiership exists, but school regularly refers students 

' ta this lender./ / - , ^ ' • 

2_ No ^common ownership exists^, and no regtiLar Referral relationship 

* ' ' exists, but this lender^ restricts loans to or gives systematic ' 
preference to students; of specific scfiools. 

33 Other (specify) : - 



27c. About what percentage Qf your GSLP' loans made during 19 73 -went to this 

school (S)? , • ' ' W r ^ ' • . ^ " ^ . 

> 53.8 ^ ' {35-37) ^ " ; ' '\ j " 

4 166 Not applicable (explain): . . ■ * • 

22 ' • ■ . ^ 



YOU, ' ' . : , 

WE APPRECIATE YOUR COOPERATION. IN COMPLETING THIS^UEStlONNAlRE, 
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. APPENDIX E 



LIST QF SAMPLE 
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APPENprX D 
LIST* OF SA^dPLE LEXERS 



This appendix presents a list of the 784 \3SLP lenders that were selected by 
^sampling process described earlier/ The OE GSLP Jender file was - 
the source of the lender universe and acconpanying data. The lenders on this 
list were the group to.whiek RMC matieci survey quest ionnaires ancj follow-up 
requests. - * 

•The list presented below is ordered by lender type and within typef by 

ZIP Code. The^ column headings have the following meaning: 

"J 

Type: Lender type as assigned and used by OE 

1. National Banks , . '8. Mutual Savings Banks 

2. State "Banks (FDIC) 9. Insurance Companies 

^ 3. State Banks (Non-FDIC) 10. Academic Institutions- -Higher , 

, 4.' Federal Saviftgs and Loan Education, 

, A. 5, State Savings and Loan 11. HJirect State Lenders 

v^6. Federal Credit Union 12. Other 

7> State. Credit Union .. Academic;N^nstit\itions-- 

Vocatioftal Education 

Number: Lender (or vendor) identification number assigned by OE. 

Name and Address: As on GSLP flias-ter file: s'&me as used by OE for regular 

mailing to lenders. 

Loans: Number of borrowers who had becopie liable for repayment of GSLP loans 
(including paid in full). This was calculated by KC from the loan 
\ status codes on the GSLP master tfile ""in January 1974. ' . 
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APPENDIX E 



^ LENDER SITE VISIT SUMMARY 




RMC made site visits to 38 lenders, which are described and discussed in 
Chapter 3. This appendix presents a single sheet summary for each lender - 
summarizing major lender characteristics, major good points, and major 
problem areas observed by RMC interviewers or described by lender officials , 
The individual lender names are not included because of the need to maintain 
the cqrifidentiality o£ specific responses and opinions. The default rate, 
number of defaulters and bort^owers in repayment werq obtained from the GSLP' 
Loan Control Master File maintained by OE. 

Each summary identifies the lender type by a numerical code. These ^ 
codes, ais assigned and used by OE, are as follows: 



ERIC 



(1) National Banks ^ ^ 

State Banks (FDIC) 
(3) State Banks (Non-FDIC) 
H) Federal Savings and Loan 

(5) State Savings and Loan 

(6) Federal Credit Union 
{1^ State Credit Union 

(8) Mutual Savings Banks 

(9) Insurance iConpanies \ 

(10) Academic Institutions- -Higher Education 
(lJt')-*'Direct State L^ders 

112) Otheri. 
[13) Academe Institutions- -Vocational Education 
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